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ABSTRACT 


The  purpose  of  this  study  is  to  streamline  the  contract 
closeout  process  through  the  application  of  the  continuous 
process  improvement  techniques.  A  methodology  for 
identification  of  procedures  involved  in  the  process  and 
problem  areas  in  the  process  was  developed.  Available 
literature  was  reviewed  and  personal  interviews  were  conducted 
to  develop  a  model  of  the  contract  closeout  process  and  to 
identify  problems  in  the  contract  closeout  process. 
Continuous  Process  Improvement  procedures  were  applied  to  the 
contract  closeout  model  and  to  the  problems  identified  to 
eliminate  the  problems  and  increase  the  efficiency  of  the 
process.  Recommendations  included;  increasing  the  priority 
placed  on  the  close  out  of  U.  S.  Government  contracts, 
development  of  an  automated  system  for  the  close  out  of  U.  S. 
Government  contracts,  development  of  a  training  program  in  the 
contract  closeout  process,  improvement  of  communications 
between  contract  organizations,  and  application  of  continuous 
process  improvement  procedures  to  reduce  the  time  required  to 
close  out  U.  S.  Government  contracts. 
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I .  INTRODUCTION 


A.  PURPOSE 

There  is  no  single  DOD  or  U.  S.  Government-wide  procedure 
for  closing  out  contracts  although  a  few  Commands  have 
developed  checklists  for  internal  use,  but  no  comprehensive 
written  procedure  could  be  found.  Consequent  delays  in  the 
close  out  of  such  contracts  run  into  months  and  years  with 
millions  of  U.  S.  Government  procurement  dollars  being  tied  up 
in  the  process.  Some  of  the  principal  impediments  to  the 
closeout  process  include:  (1)  expiration  of  funds  and  the 
difficulty  of  obtaining  current  year  funds,  (2)  old  Invoices 
with  no  record  of  payment,  (3)  lost  records,  (4)  delays  caused 
by  limited  manpower  and  low  priority,  (5)  delays  caused  by  the 
Defense  Contract  Audit  Agency  (DCAA) ,  (6)  delays  caused  by  the 
contractor,  (7)  claims,  (8)  problems  with  the  paying  office, 
(9)  problems  with  U.S.  Government  furnished  property,  and  (10) 
litigation. 

Before  a  contract  can  be  closed  out  and  retired  to  the 
archives,  a  process  must  be  executed.  This  action  requires  a 
number  of  administrative  decisions  by  both  the  U.  S. 
Government  and  the  contractor.  A  contract  is  fully  completed 
only  when  it  is  both  physically  and  administratively 
completed.  Timely  and  efficient  close  out  of  contracts:  (1) 
ensures  all  contractual  obligations  have  been  fulfilled  and 
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the  interests  of  the  U.  S.  Government  have  been  protected,  (2) 
identifies  incomplete  actions  that  may  have  been  overlooked, 

(3)  keeps  office  files  reduced  to  current  active  contracts, 

(4)  permits  the  early  identification  and  deobligation  of 
excess  unliquidated  funds,  and  (5)  provides  a  complete  record 
of  all  contractual  actions  taken  by  the  Contracting  Officer. 

Research  into  the  closeout  process  will  be  conducted  to 
develop  a  model  of  the  process  (Appendix  A)  .  Problems  in  the 
process  will  then  be  identified.  Total  Quality  Management 
procedures  and  techniques  will  then  be  applied  to  the  model  to 
suggest  ways  to  improve  the  process. 


B.  OBJECTIVES 

The  primary  objective  of  this  thesis  is  to  develop  a 
system  of  continuous  improvement  as  applied  to  the  contract 
closeout  process  in  order  to  reduce  the  time  involved  and 
Government  funds  tied  up  in  closing  out  Government  contracts. 
Secondary  objectives  will  include  determining  variations  in 
the  system  and  methods  of  improving  the  process  so  these 
variations  are  in  control  and  the  process  is  more  efficient. 

C.  RESEARCH  QUESTIONS 

Primary  Question;  How  might  the  contract  closeout  process 
within  the  Department  of  Defense  be  streamlined  and  what  would 
a  model  of  the  process  look  like? 
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Secondary  Questions; 

1.  What  are  the  critical  factors  in  the  contract  closeout 
process? 

2 .  What  are  the  critical  steps  in  the  contract  closeout 

process? 

3.  What  steps  can  be  consolidated  or  eliminated  in  the 

contract  closeout  process  applying  continuous  process 
improvement? 

4.  What  are  the  principal  problems  in  the  closeout  process 
and  what  steps  can  be  taken  to  eliminate  these  problems? 

5.  What  steps  would  be  part  of  a  model  of  the  contract 

closeout  process? 

D.  SCOPE  OF  THE  TRESIS 

This  study  reviewed  previous  studies  of  the  contract 

closeout  process  and  existing  literature  to  model  the  process. 
Research  was  conducted  using  Total  Quality  Management 
principles  and  techniques  in  order  to  apply  these  to  the 
contract  closeout  process.  A  questionnaire  was  developed  and 
d  in  interviews  with  Department  of  Defense  contracting 
organization  personnel.  The  study  was  generic  to  all 
contracts,  not  focusing  on  particular  contract  types.  The 
primary  focus  was  to  identify  problem  areas  in  the  closeout 
process,  develop  procedures  to  overcome  these  problems  and 
develop  a  streamlined  contract  closeout  process. 
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E.  METHODOLOGY 


1.  Review  of  existing  information  on  the  contract  closeout 
process,  including  information  from  several  custom 
bibliographies  from  the  Defense  Logistics  Studies  Information 
Exchange  (DLSIE) . 

2.  A  questionnaire  was  developed  and  used  in  interviews  with 
selected  Department  of  Defense  contracting  organization 
personnel  in  seeking  specific  information  on  the  contract 
closeout  process  and  suggestions  on  improving  the  process. 

3.  Information  was  gathered  and  evaluated. 

4 .  The  existing  contract  closeout  worksheet  was  reviewed  and 
evaluated  to  determine  possible  methods  of  streamlining. 

5.  A  standard  format  contract  closeout  model  was  developed 
from  the  information  gathered  and  the  evaluations  conducted. 


F.  ORGANIZATION 

The  research  is  divided  into  five  chapters.  In  this 
chapter,  the  objectives  of  the  research  have  been  set  forth, 
the  scope  and  direction  of  the  effort  identified  and  the 
methodologies  for  data  collection  presented. 

Chapter  II  provides  a  basic  framework  for  the  closing  of 
Government  contracts  and  an  explanation  of  the  continuous 
improvement  process.  It  will  include  definitions  of  terms 
used  in  both  processes. 
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Chapter  III  discusses  the  collection  and  presentation  of 
data,  Chapter  IV  analyzes  the  data,  and  Chapter  V  summarizes 
the  results  of  the  research  and  presents  conclusions  and 
recommendations,  answers  the  research  questions  and  recommends 
areas  for  further  research.  Appendix  A  presents  a  complete 
model  of  the  contract  closeout  process  and  Appendix  B  is  a 
flowchart  of  the  process. 
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II.  BACKGROUND 


A.  INTRODUCTION 

Contract  closeout  is  the  final  stage  of  the  contract 
administration  phase  of  the  contracting  process .  The  closeout 
process  ensures  all  actions  started  during  earlier  phases  of 
the  contracting  process  have  been  completed  by  both  the 
contractor  and  the  U.  S.  Government  [Ref.  1].  The  closeout 
process  begins  when  the  contract  is  terminated  or  when  the 
contractor  delivers  and  the  U.  s.  Government  accepts  the 
supplies  or  services.  A  contract  is  "closed  out"  when  the 
products  or  services  have  been  delivered  or  completed  and  all 
administrative  actions  from  both  the  contractor  and  the  U,  S. 
Government  have  been  completed.  No  contract  can  be  closed  out 
while  it  is  in  litigation,  while  termination  actions  are 
pending  or  while  the  Armed  Services  Board  of  Contract  Appeals 
(ASBCA)  or  the  General  Services  Board  of  Contract  Appeals 
(GSBCA)  has  an  appeal  pending. 

The  office  administering  the  contract  is  responsible  for 
initiating  the  contract  closeout  process.  Many  administrative 
actions  and  documents  are  required  from  both  the  contractor 
and  the  U.  S.  Government.  On  the  larger  contracts  the  efforts 
of  several  activities  must  be  coordinated  by  the  administering 
office. 
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B.  DEFINITIONS 

The  following  are  definitions  for  terns  used  in  discussion 
of  the  contract  closeout  process  and  the  Continuous  Process 
Improvement  Method: 

1.  ADMINISTRATIVE  CONTRACTING  OFFICER  (ACO) 

A  Contracting  Officer  (co)  who  is  administering 
contracts.  (FAR  2.101) ,  (Formal  ACO  designations  are  not  made 
by  all  agencies.)  An  Administrative  Contracting  Officer  does 
most  of  his  or  her  work  after  the  Procuring  Contracting 
Officer  (PCO)  has  awarded  the  contract  but  generally  does  not 
have  the  authority  to  enter  into  modifications.  An  ACO 
functions  at  and  through  a  contract  administration  office  and 

( 

performs  contract  administration  functions  involving,  among 
other  things,  contractors'  employee  compensation  structures 
and  insurance  plans,  post-award  orientations,  forward  pricing 
rate  agreements,  advance  agreements,  allowable  costs, 
disputes.  Cost  Accounting  Standards  (CAS) ,  progress  payments, 
cost  overruns,  modifications,  traffic  management,  tax 
exemption  and  duty-free  entry  certificates,  labor  relations, 
quality  assurance,  safety  requirements,  property 
administration,  engineering  surveillance,  acceptance  and 
rejection  of  waivers  and  deviations,  value  engineering 
programs,  contractor  purchasing  system  review,  consent  to 
subcontracts,  and  monitoring  of  small  business  subcontracting 
plan  compliance  (FAR  42.302)  (Ref.  2:  p.  11] 
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2.  ACQUISITION  STREAMLINING 

Effort  of  a  procuring  agency  that  results  in  more 
efficient  and  more  effective  use  of  resources  to  design, 
develop,  produce,  or  deploy  quality  systems  (FAR  7,101).  The 
objective  of  acquisition  streamlining  is  to  reduce  the  time 
and  cost  required  for  acquiring  systems  and  to  improve  the 
quality  of  those  systems  by  ensuring  that  solicitations  and 
contracts  contain  only  those  necessary  specifications, 
standards,  and  related  documents  that  have  been  tailored  for 
application  at  the  most  appropriate  time  in  the  acquisition 
cycle  (FAR  10.002). 

3 .  CLAIM 

A  written  demand  or  assertion  by  one  of  the 
contracting  parties  seeking,  as  a  matter  of  right,  the  payment 
of  money,  the  adjustment  or  interpretation  of  contract  terms, 
or  other  relief  arising  under,  or  relating  to,  the  contract 
(FAR  33.201).  A  claim  arising  under  a  contract  is  a  claim 
that  can  be  resolved  under  a  contract  clause  providing  for 
relief  sought  by  the  claimant;  a  claim  relating  to  a  contract 
is  one  for  which  no  specific  contract  clause  provides  such 
relief.  However,  a  written  demand  or  assertion  by  the 
contractor  seeking  the  payment  of  money  exceeding  $50,000  is 
subject  to  the  Certification  of  Claim  requirement  of  the 
Contract  Disputes  Act  (CDA)  of  1978  and  Federal  Acquisition 
Regulation  (FAR)  33.207.  A  voucher,  invoice,  or  other  routine 
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request  for  payment  that  is  not  in  dispute  when  submitted  is 
not  a  claim  [Ref.  2:p.  72]* 

4.  CLAIMS  COOTT  (CL.  Ct.)  ^ 

A  court  of  the  United  States  established  especially  to 
hear  and  decide  legal  claims  against  the  U.  S.  government. 
Its  basic  jurisdiction  is  conferred  by  28  U.S.C.  1491|  but  it 
has  a  variety  of  additional  jurisdictional  statutes.  Under 
the  Contract  Disputes  Act  (CDA)  of  1978,  41  U.S.C.  601-613,  as 

amended,  this  court  shares  concurrent  jurisdiction  with  the 

/ 

Boards  of  Contract  Appeals  (BCAs)  over  U.  S.  Government 
contract  disputes  (each  contractor  appealing  a  Decision  of  the 
Contracting  Officer  must  elect  either  the  agency  BCA  or  the 
Claims  Court) .  The  other  jurisdiction  of  the  Claims  Court 
most  relevant  to  Government  procurement  concerns  protests 
(preaward  only),  28  U.S.C.  1491(a)(3),  disputes  concerning 
fraud  or  forfeiture,  41  U.S.C.  604  and  28  U.S.C.  1491,  and 
patent  and  copyright  disputes,  28  U.S.C.  1498.  The  Federal 
Courts  Improvement  Act  of  1982  created  the  Claims  Court  from 
the  Trial  Division  of  the  Court  of  Claims  [Ref.  2:p.  73]. 

5.  CLOSEOUT 

The  process  of  settling  all  outstanding  contractual 
issues  to  ensure  that  each  party  has  met  all  of  its 
obligations,  and  documenting  the  contract  file  accordingly. 
The  primary  objectives  of  contract  closeout  are;  (1)  to 
identify  and  resolve,  before  memories  fade,  any  uncompleted 
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obligations  or  pending  liabilities*:  on  tb«  part  ot  either  the 
U-  S,  Government  or  the  contractor  and  (2)  to  ensiure  that 
contract-related  declsiorjS  and  actions  have  been  properly 

i  ;  ' 

documented,  FAR  4«804  provides  instructions  for  the  closeout 
of  contract  files. 

«.  CONTRACTIWa  OFFICER  (CO) 

i 

An  employee  of  the  U.  S.  Government  vith  the  authority 
to  legally  bind  the  u.  s.  Government  by  ciigning  a  contractual 
instrument.  FAR  2.101  defines  a  contracting  officer  as  a 
person  with  the  authority  tc  enter  into,  administer,  and/or 
terminate  contracts  and  make  ' related  Determinations  and 
Findings  (D&Fs) .  It  then  stares:  ''*The  term  includes  certain 
Authorized  Representatives  of  the  contracting  officer  acting 
within  the  limits  of  their  authority  as  delegated  by  the 
contracting  officer.”  There  are  three  types  of  contracting 
officers,  each  with  different  responsibilities  in  contract 
procurement,  management,  and  execution.  A  purchasing  or 
Procuring  Contracting  Officer  (PCO)  has  authority  to  enter 
into  a  contract,  an  Administrative  Contracting  Officer  (AGO) 
administers  the  performance  of  the  contract,  and  a  Termination 
Contracting  Officer  (TOO)  is  responsible  for  contract 
termination.  Each  must  make  determinations  and  findings 
related  to  his  or  her  area  of  contract  management  (FAR 
1.602-1).  Contracting  officers  are  responsible  for  ensuring 
performance  of  all  necessary  actions  for  affective 
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contracting,  ensuring  compliance  with  the  terms  of  the 
contract,  and  safeguarding  the  Interest  of  the  Government  in 
it3  contractual  relationships  (FAR  1.602.2).  Contracting 
officers  are  appointed  in  writing,  on  a  Standard  Form  1402, 
Certificate  of  Appointment  (or  WARRANT).  (FAR  53.301)  In 
selecting  contracting  officers,  the  appointing  official  must 
consider  the  complexity  and  dollar  value  of  the  acquisitions 
to  be  assigned  and  the  candidates'  training,  education, 
business  acumen,  judgment,  character  and  reputation. 

7 .  CONTRACTOR 

Usually  used  to  denote  a  party  that  enters  into  a 
contract  with  the  u.  s.  Government.  However,  the  term  may  be 
applied  to  any  individual  or  other  legal  entity  that  directly 
or  indirectly  submits  offers  for  or  receives  a  Government 
contract,  that  may  reasonably  be  expected  to  submit  offers  for 
or  receive  a  Government  contract,  or  that  conducts  business 
(or  may  reasonably  be  expected  to  conduct  business)  with  the 
U.  S.  Government  as  an  agent  or  representative  of  another 
contractor  (FAR  9.403).  With  regard  to  subcontracting, 
"contractor"  (i.e.,  prime  contractor)  means  the  total 
contractor  organization  or  separate  entity  of  it  (such  as  an 
affiliate,  division,  or  plant)  that  performs  its  own 
purchasing  (FAR  44.101).  Both  the  prime  contractor  and  any 
subcontractor  are  defined  as  contractors  for  the  purposes  of 
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equal  employment  opportunity  (FAR  22.801)  and  Service  Contract 
Act  (FAR  22.  1001)  compliance  [Ref.  2:p.  98). 

8.  CONTRACT  SPECIALIST 

An  employee  of  a  contracting  activity  in  the  GS-1102 
personnel  series.  This  series  also  includes  procurement 
analysts,  contract  negotiators,  cost/price  analysts,  and 
contract  administrators.  This  series  of  employees  forms  the 
pool  that  is  the  main  source  of  contracting  officers. 

9,  PACKARD  COMMISSION 

The  popular  name  of  the  President's  Blue  Ribbon 
Commission  on  Defense  Management,  which  published  its  final 
report,  A  Quest  for  Excellence,  in  June  1986,  Chaired  by 
David  Pac}card,  the  Commission  made  a  number  of  significant 
recommendations  on  reorganizing  the  Joint  Chiefs  of  staff,  the 
defense  command  structure,  and  the  defense  acquisition 
process,  including  creating  the  position  of  Under  Secretary  of 
Defense  for  Acquisition.  The  Commission's  Acquisition  Task 
Force  suggested  (1)  streamlining  acquisition  organization  and 
procedures,  (2)  using  technology  to  reduce  costs,  (3) 
balancing  cost  and  performance,  (4)  stabilizing  programs,  (5) 
expanding  the  use  of  commercial  products,  and  (6)  enhancing 
the  quality  of  acquisition  personnel.  The  Commlcsion's 
preliminary  report  was  called,  A  Formula  for  Action:  A  Report 
to  the  PrMsident  on  Defense  Acquisition. 
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10.  VROCU7AIMO  CONTRACTING  OFFICER  (PCO) 

A  Contracting  Officer  (cO)  in  the  Government's  buying 
office  who  enters  Into  contracts  and  signs  them  on  behalf  of 
the  U.  S.  Government.  This  term  Is  used  by  DoD  and  other 
major  agencies.  In  such  agencies^  after  contract  execution,  an 
Administrative  Contracting  Officer  (ACO)  typically  assumes 
responsibility  for  contract  administration.  Generally,  a  PCO 
is  responsible  for  creating  and  publicizing  the  solicitation, 
selecting  the  source,  negotiating  and  executing  the  contract, 
negotiating  and  executing  certain  contract  modifications, 
determining  whether  exceptions  to  requirements  for  submission 
of  certified  cost  or  pricing  data  apply  and  settling  certain 
defective  pricing  issues.  A  PCO  will  not  normally  be  involved 
in  a  contract  termination  (usually  handled  by  a  Termination 
contracting  Officer  (TCO) ) .  In  many  agencies,  particularly 
those  with  decentralized  contracting  offices,  all  of  the 
contracting  officer  functions  are  handled  by  the  same  person 
[Ref.  2:p.  310]. 

11.  PROGRAM  MANAGER  (PM) 

Ihe  individual  tas)ced  with  managing  a  system 
acquisition  (typically  a  major  system  acquisition)  program, 
PMs  are  taslced  with  developing  acquisition  strategies, 
promoting  full  and  open  competition,  and  sustaining  effective 
competition  between  alterative  major  system  concepts  and 
sources  (as  long  as  it  is  economically  beneficial  and 
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practicable  do  so)  (FAR  34,004) .  In  DoD  the  PM  Is  responsible 
to  the  Program  Executive  officer  (PEO)  and  reports  directly  to 
the  PEO  on  all  program  matters  (Ref.  2:p.  313). 

12.  PROPERTY  ADMINISTRATOR 

An  authorized  representative  of  the  Contracting 
Officer  (CO)  assigned  to  administer  contract  requirements  and 
obligations  relating  to  Government  property  (FAR  45.501). 

13.  TOTAl.  QUALITY  MANAGEMENT  (TQM) 

A  philosophy  and  set  of  guiding  principles  that  are 
Intended  to  be  the  foundation  of  a  continuously  improving 
organization  by  encouraging  employees  to  focus  their  attention 
on  means  of  improving  efficiency.  TQM  has  been  adopted  by  DoD 
to  improve  quality.  It  is  the  application  of  human  resources 
and  quantitative  methods  to  improve:  (1)  the  materials  and 
services  supplied  to  an  organization,  (2)  all  the  processes 
within  an  organization,  and  (3)  the  degree  to  which  the  needs 
of  the  customer  are  met,  now  and  in  the  future.  TQM 
Integrates  fundamental  management  techniques,  existing 
Improvement  efforts,  and  technical  tools  within  a  disciplined 
approach  focused  on  continuous  process  improvement. 

14.  CONTINUOUS  PROCESS  IMPROVEMENT  (CPI) 

Improving  the  cost  effectiveness  and  efficiency  of  a 
process  by  continuously  looking  for  ways  to  improve  the 
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process.  The  wants  and  needs  of  the  customer  are  determined 
and  the  actual  output  or  the  result  of  the  process  is  matched 
to  this.  The  joh  of  process  manager  is  to  match  the  two. 

C.  CONTINUOUS  PROCESS  IMPROVEMENT 

1 ,  BaoRground 

Over  the  years,  various  approaches  to  problem  solving 
have  been  proposed.  Some  of  these  approaches  include:  Quality 
Improvement  Process,  Team-Oriented  Problem  Solving,  Creative 
Problem  Solving,  Analytical  Problem  Solving,  Breakthrough 
Process  and  the  like.  While  each  has  particular  strengths, 
each  also  has  particular  weaknesses.  All  of  them  require  a 
"problem"  to  solve.  Fortunately,  for  the  problem-solving- 
industry,  there  is  no  shortage  of  problems!  Unfortunately  for 
the  rest  of  us,  just  solving  problems,  or  reducing  waste,  or 
eliminating  defects  will  not  make  us  competitive  in  this  new 
economic  age. 

The  basic  idea  behind  continuous  process  improvement  is  to 
watch  for  ways  to  improve  the  process  you  are  using.  It  is 
not  enough  to  correct  problems  as  they  arise,  we  must  watch 
for  ways  that  the  process  can  be  improved  as  the  process 
operates  and  use  these  ideas  to  improve  the  process.  We  do 
not  do  this  just  once  and  forget  about  it,  we  continue  to  look 
for  ways  to  improve  the  new  process  after  the  improvements 
have  been  made  to  the  old  process. 
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2.  Sbttwhart'B  CyclB 


Integral  to  the  continual  improvement  process  is  what 
the  Japanese  call  the  Deming  Wheel,  Shewhart's  Cycle  or  the 
Plan-Do-Check-Act  Cycle.  We  can  define  the  Shewhart  Cycle 
through  a  series  of  action  steps. 


I.  PLAN; 


Develop  a  Plan  to  Improve 


Step  1: 
Step  2 : 
Step  3: 
Step  4 : 
Step  5: 
Step  6: 
Step  7: 


Select  the  process  or  issue. 
Create  a  purpose  statement. 
Empower  a  team. 

Define  the  process. 

Gather  data. 

Control  variation. 

Plan  for  im,provement . 


II,  DO: 

Carry  Out  the  Plan 

Step  8:  Approve  the  plan. 

Step  9:  Implement  pilot  projects. 


III.  CHECK: 

Check  the  Results 

Step  10;  Verify  improved  performance. 
Step  11:  Validate  costs  and  benefits. 


IV.  ACT: 

Adjust  the  Process,  based  on  your  new  knowledge. 

Step  12:  Establish  new  procedures  and  policies. 

Step  13:  Standardize  improvement. 

Step  14:  Manage  change. 

Step  15:  Leverage  improvement.  [Ref.  3:p.  80-87] 
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The  Denting  Cycle  is  used  to  develop  a  plan  for  the 
improvement.  The  first  step  in  the  cycle  is  the 
identification  of  an  opportunity  for  improvement.  This 
identification  can  come  from  management  personnel  or  from  the 
personnel  actually  doing  the  work  in  the  process.  According 
to  Dr.  Deming,  85%  of  defects  in  products  are  a  result  of 
process  problems  and  only  15%  are  a  result  of  problems  caused 
by  personnel  in  the  process  [Ref.  3:p.  19].  This  should  tell 
management  that  the  main  focus  of  any  improvement  process 
should  at  least  start  with  ideas  to  improve  the  process. 

Support  of  top  management  is  not  sufficient.  It  is  not 
enough  that  top  management  commit  themselves  to  quality  and 
productivity.  They  must  know  what  it  is  that  they  are 
committed  to.  These  obligations  cannot  be  delegated.  Support 
is  not  enough:  action  is  required. 

Short-term  profits  are  not  an  accurate  index  of  managerial 
ability.  Short-term  profits  can  be  manipulated  by  management 
personnel.  Top  management  personnel  can  pay  dividends,  defer 
maintenance,  cut  research  budgets,  or  acquire  another  company 
to  manipulate  short-term  profits. 

The  continuous  improvement  process  is  based  on  one  of  Dr. 
Demings  14  points.  The  14  points  and  removal  of  the  deadly 
diseases  and  obstacles  furnish  a  method  for  improvement. 


i 
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3.  Dr.  D«mlng*s  14  Points  for  Managsnsnt 

The  14  points  are  the  basis  for  transformation  of 
industry.  It  will  not  suffice  merely  to  solve  problems,  big 
or  little.  Adoption  and  action  on  the  14  points  are  a  signal 
that  management  intends  to  stay  in  business  and  aims  to 
protect  investors  and  jobs.  Such  a  system  formed  the  basis 
for  lessons  for  top  management  in  Japan  in  1950  and  in 
subsequent  years. 

The  14  points  apply  anywhere,  to  small  organizations  as 
well  as  to  large  ones,  to  the  service  industry  as  well  as  to 
manufacturing.  They  apply  to  a  division  within  a  company.  A 
synopsis  of  Deming's  14  points  are  as  follows: 

1.  Create  constancy  of  purpose  toward  improvement  of 
product  and  service,  with  the  aim  to  become  competitive  and  to 
stay  in  business,  and  to  provide  jobs. 

2.  Adopt  the  new  philosophy.  We  are  in  a  new  economic 
age.  Western  management  must  awaken  to  the  challenge,  must 
learn  their  responsibi.  ities,  and  take  on  leadership  for 
change. 

3.  Cease  depend _ on  inspection  to  achieve  quality. 

Eliminate  the  need  for  inspection  on  a  mass  basis  by  building 
quality  into  the  product  in  the  fix'st  place. 

4.  End  the  practice  of  awarding  business  on  the  basis  of 
price  tag.  Instead,  minimize  total  cost.  Move  toward  a 
single  supplier  for  any  one  item,  on  a  long-term  relationship 
of  loyalty  and  trust. 
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5.  Improve  constantly  and  forever  the  system  of 
production  and  service,  to  improve  quality  and  productivity, 
and  thus  constantly  decrease  costs. 

6.  Institute  training  on  the  job. 

7.  Institute  leadership.  The  aim  of  supervision  should 
be  to  help  people  and  machines  and  gadgets  to  do  a  better  job. 
Supervision  of  management  is  in  need  of  overhaul,  as  well  as 
supervision  of  production  workers. 

8.  Drive  out  fear,  so  that  everyone  may  work  effectively 
for  the  company. 

9.  Break  down  barriers  between  departments.  People  in 
research,  design,  sales,  and  production  must  work  as  a  team, 
to  foresee  problems  of  production  and  end  use  that  may  be 
encountered  with  the  product  or  service. 

10.  Eliminate  slogans,  exhortations,  and  targets  for  the 
work  force  asking  for  zero  defects  and  new  levels  of 
productivity.  Such  exhortations  only  create  adversarial 
relationships,  as  the  bulk  of  the  causes  of  low  quality  and 
low  productivity  belong  to  the  system  and  thus  lie  beyond  the 
power  of  the  work  force. 

lla.  Eliminate  work  standards  (quotas)  on  the  factory 
floor.  Substitute  leadership. 

b.  Eliminate  management  by  objective.  Eliminate 
management  by  numbers,  numerical  goals.  Substitute 
leadership. 
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12a.  Remove  barriers  that  rob  the  hourly  worker  of  his 
right  to  pride  of  workmanship.  The  responsibility  of 
supervisors  must  be  changed  from  sheer  numbers  to  quality. 

b.  Remove  barriers  that  rob  people  in  management  and  in 
engineering  of  their  right  to  pride  of  workmanship.  This 
requires  the  abolishment  of  the  annual  or  merit  rating  and  of 
management  by  objective. 

13.  Institute  a  vigorous  program  of  education  and  self- 
improvement  . 

14.  Put  everybody  in  the  company  to  work  to  accomplish  the 
transformation.  The  transformation  is  everybody’s  job 

[Ref .  4 ;p.  23 ] . 

4.  Continual  Improvement 

The  continual  improvement  concept  is  built  on  the 
fifth  of  Dr.  Deming's  fourteen  points:  Improve  constantly  and 
forever  the  system  of  production  and  service.  Every  product 
should  be  regarded  as  one  of  a  kind;  there  is  only  one  chance 
for  optimum  success.  Teamwork  in  design  is  fundamental. 
There  must  be  continual  improvement  in  test  methods  and  ever 
better  understanding  of  the  customer’s  needs  and  of  the  way  he 
uses  and  misuses  a  product. 

The  quality  desired  starts  with  the  intent,  which  is  fixed 
by  management.  The  intent  must  be  translated  into  plans, 
specifications,  and  tests,  in  an  attempt  to  deliver  to  the 
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customer  the  quality  intended,  all  of  which  are  management's 
r espons ibi 1 ity . 

Downstream,  there  will  be  continual  reduction  of  waste  and 
continual  improvement  of  quality  in  every  activity  of 
procurement,  transportation,  engineering,  methods, 
maintenance,  locations  of  activities,  sales,  methods  of 
distribution,  supervision,  retraining,  accounting,  payroll, 
and  service  to  customers.  With  continual  improvement,  the 
distributions  of  the  chief  quality'^characteristics  of  parts, 
materials,  and  service  become  so  narrow  that  specifications 
are  lost  beyond  the  horizon. 

Mere  allocation  of  huge  sums  of  money  for  quality  will  not 
bring  quality.  There  is  no  substitute  for  knowledge. 
Everyone  might  as  well  ask  himself  every  day  what  he  has  done 
this  day  to  advance  his  learning  and  skill  on  this  job,  and 
how  he  has  advanced  his  education  for  greater  satisfaction  in 
life  (Ref.  5]. 

Never-ending  improvement  in  manufacturing  means  continual 
work  with  vendors  and  eventual  reduction  to  o.ie  vendor  and  one 
shipping  point  for  any  one  item  (Point  4). 

Improvement  of  the  process  includes  better  allocation  of 
human  effort.  it  includes  selection  of  people,  their 
placement,  their  training,  to  give  everyone,  including 
production  workers,  a  chance  to  advance  their  learning  and  to 
contribute  the  best  of  their  talents.  It  means  removal  of 


21 


barriers  to  pride  of  workmanship  both  for  production  workers 
and  for  management  and  engineers  (Point  12) . 

Putting  out  fires  is  not  improvement  of  the  process. 
Neither  is  discovery  and  removal  of  a  special  cause  detected 
by  a  point  out  of  control.  This  only  puts  the  process  back  to 
where  it  should  have  been  in  the  first  place. 

The  cause  of  a  fault  that  appears  periodically  or  seems  to 
be  associated  with  some  recurring  event  is  usually  easy  to 
trace.  Periodic  appearance  of  any  characteristic  should  be 
traced . 

Adjustment  of  a  process  that  is  in  statistical  control, 
initiated  on  appearance  of  a  faulty  item  or  a  mistake,  as  if 
it  arose  from  an  obvious  immediate  cause,  will  only  create 
more  trouble,  not  less.  Specification  limits  are  not  action 
limits. 

Improvement  of  a  process  may  require  study  of  records  to 
learn  more  about  the  effects  of  changes  in  temperature, 
pressure,  speed,  and  change  of  material.  Engineers  and 
chemists,  aiming  to  improve  the  process,  may  introduce  changes 
and  observe  the  effects.  The  next  section  will  look  at  some 
of  these  records,  personnel,  files  and  other  documentation 
involved  in  the  contract  closeout  process. 
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D.  FER80NKEL,  FILES  JOfP  FORMS  INVOLVED  IN  THE  CONTRACT 
CLOSEOUT  FROCESS 

This  section  will  discuss  the  people  and  the  various  files 
involved  in  the  process  and  the  part  they  play.  Personnel 
involved  in  the  contract  closeout  process  include: 

1.  CONTRACTINO  OFFICER  (CO)  >  This  can  be  either  the  PCO 

or  ACO  depending  on  the  context  and  subj-sr-t  diiscussed.  1  will 

'  -  -------  .  .. 

use  the  PCO  tor  the  buying  activity  CO  and  ACO  for  the  field 
contract  adn,inistration  CO.  The  FAR  doafn't  use  PCO  only  Co 
and  ACO.  ■ 

i  ^  ‘  ' 

I  '  ‘  . 

{  '  ' 

2.  fROCURINO  CONTRACTING  OFFICER  <fCO>  -  The  PCO  is  the 
person  who  "opens"  the  contract  originally  and  it  is  the  pco 

■'  I 

who  "closes"  the  contract  at  the  end.  The  closing  of  the 
<•  contracting  office  oontrLct  files"  can  only  be  done  at  the 
buying  activity.  On  occasion  tha  PCO  designate  someono 
else  in  his  or  her  office  the  "rettpon?;»ible  olficial"  to 

'  I 

close  files.  The  point  is  the  ACO  doesn't  close  fileS/  and 
the  PCO  is  ultimately  responsible  for  any  errors  or  omissions 
in  the  "contracting  office  files"  once  closed.  The  ACO  is 

I 

responsible,  if  delegated,  for  errors  or  omission  in  the 
"administrative  office  contract  files"  eind  the  finance  officer 
for  any  errors  or  omissions  in  the  "paying  office  contract 
files."  Together  these  two  or  three  files  form  what  used  to 
be  called  the  "Total  File"  or  "Case  File"  on  the  contract. 
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3.  ADMINISTRATIVE  CONTRACTINO  OFFICER  (ACO)  -  This  Is 
the  person  who  receives  a  delegation  of  authority  from  a  PCO 
to  do  specific  tasks  In  ad^iol^tretioA  of  a  Government 
contract.  Regarding  closeout^  the  ACO  must  create  a  '^contract 
administration  office  file”  in  accordance  with  FAR  4.8  and 
DFARS  204.8  ^Contract  Filths"  (and  all  supplemental  regulations 
of  their  activity).  When  the  contract  ic  physically  complete 

the  ACO  (if  delegated)  begins  the  proceos  of  closing  out  the 

•  / 

contract.  The  closing  of  the  ACO  files  should  be  coordinated 
with  the  PCO  who  will  begin  to  review  his/her  files  for 
closeout.  A  DD  Form  1597  "Contract  Completion  Checkliat" 
(manual  ci*  automated)  with  estimated  daces  for  all  milestones 
phould  be  available  to  the  PCO.  While  providing  thrt  PCO  with 
the  OD  1097  "contract  Completion  Checklist"  is  advisotolo  it  is 
not  required  by  FAR  or  DFARS.  A  very  recent  change  to  the 
DFAEf?  (DAC  0B6-6,  204.804-4  Physically  Completed  Coritra^cts) 
requires  ACOa  to  provide  the  PCO  with  a  OD  159)  "Contract 
Completion  Statement"  partially  filled  our  (through  Line  8)  to 
provide  notice  to  the  ,PCO  that  the  contract  is  physically 
complete  (Reference  DFAR  204.894-4).  Then  when  all  the 
applicable  "squares  have  been  filled"  on  the  DD  1597  "Contract 
Completion  Checklist",  the  ACO  would  then  fill  out  the  DD  1594 
"Contract  completion  Statement"  again,  but  this  time  fill  it 
out  through  line  9/  please  note  the  ACO  never  fills  out  the 
complete  form.  The  ACO  will  establish  the  date  of  closeout  In 
block  9d  of  the  DD  1594,  Th.'O  date  established  by  the  ACO 
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(Block  9d)  will  be  the  date  of  closeout;  unless  the  PCO  is 
unable  to  close  his/her  files  within  90  days.  This  is  why 
early  communication  is  necessary  to  avoid  catching  the  PCO 
without  enough  time  to  close  his/her  files  in  90  days.  So 
while  the  AGO  files  are  physically  separate  from  the  PCO  files 
they  are  not  duplicate  flles^  but  when  combined  with  the 
"paying  office  files"  (which  close  independently  upon  final 
payment)  form  the  complete  Government  "contract  file," 

The  responsibility  for  closing  out  contracts  in  accordance 
with  the  "time  standards"  (FAR  4.804-1)  falls  upon  the  PCO  who 
may  delegate  this  to  the  AGO.  So  it  is  usually  the  ACO  who 
must  meet  the  FAR  4.804-1  "time  standards"  and  take  the  "heat" 
if  they  become  "overage."  Once  the  ACO  completes  the  DD  1594 
"Contract  completion  Statement"  (through  block  9)  the  "heat" 
is  on  the  PCO  to  close  his/her  files  within  the  90  days 
discussed  previously.  Thereafter  it  becomes  the  PCO's  problem 
and  he  or  she  must  take  the  "heat"  for  overage  contracts. 
There  are  many  reasons  why  a  contract  may  become  overage,  but 
we  won't  cover  them  here.  I  will  state  that  timely  closeout 
has  received  a  great  deal  of  attention  since  about  1987.  The 
primary  reason  being  the  release  of  excess  funds  from  the 
contracts.  The  issue  of  closeout  can  create  tension  between 
the  buying  and  administration  offices  for  a  variety  of 
reasons.  A  better  understanding  of  both  the  PCO  and  ACO 
responsibilities  can  ease  these  tensions  and  resolve  potential 
problems. 
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4.  CONTRACT  SPECIALIST  -  This  is  usually  the  PCO's 
assistant  at  the  buying  activity.  Often  it  is  the  contract 
specialist  who  does  most  of  the  work,  along  with  the 
procurement  clerks,  on  closing  contracts  at  the  buying 
activity.  Their  counterpart  at  the  ACO's  office  is  the 
contract  administrator,  and  their  procurement  clerks.  Since  in 
reality  closeout  is  a  very  low  prestige  job  in  the  contracts 
world  ••almost”  everything  but  signing  the  DD  1594  is  done  by 
buyers,  contract  administrators  and  procurement  clerks.  A 
current  trend  is  to  create  special  closeout  branches  at  both 
buying  and  administrative  activities  to  handle  closing 
contracts,  manage  the  contract  files,  stage  files  and  transmit 
files  to  Federal  Record  Centers. 

5.  CONTRACT  ADMINISTRATOR  (CA)  >  This  is  usually  the 
ACO^s  assistant  at  the  administration  activity  (See  above  for 
additional  details) . 

6.  PROCUREMENT  CLERKS  -  Procurement  clerks  can  be  found 
at  either  buying  or  administrative  activities.  These  are 
people  who  assist  the  buyers/CAs  or  PCOs/ACOs  in  the  more 
routine  tasks  associated  with  contracting.  Closeout  is 
usually  one  of  these  tasks.  The  clerks  will  send  out  requests 
for  ••action  items”  needed  to  close  out  the  office's  contracts. 
They  will  issue  and  monitor  suspense  files,  they  update  the  DD 
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Form  1597  checklists  as  the  actions  are  completed  and  prepare 
the  various  forms  used  to  close  out  files. 

7.  TERMINATION  CONTRACTINQ  OFFICER  (TCO)  -  The  TCO  is 
involved  in  the  closeout  process  only  when  a  termination  is 
involved.  The  TCO  and  ACO  "share”  the  responsibilities  for 
closeout.  How  they  share  them  is  dependent  upon  a  variety  of 
factors.  Consult  your  agency  regulations  to  see  who's 
responsible  for  what.  Just  remember  do  not  close  a  contract 
with  an  unsettled  termination  in  the  works  [Ref.  2:p.  395]. 

8.  FINANCE  OFFICER  -  The  finance  officer  is  responsible 
for  paying  the  contractor  and  creating,  maintaining  and 
closing  the  "paying  office  contract  file."  As  mentioned 
previously,  the  paying  office  contract  file  requirements  are 
found  at  FAR  9.803(c)(1)  through  (9).  This  file  closes 
independently  from  the  PCO  and  ACO's  files  after  final 
payment.  Defense  Finance  and  Accounting  Service  (DFAS)  is  the 
primary  paying  office  in  DoD. 

9.  CONTRACTOR  -  The  contractors  are  the  organizations, 
civilian  or  Government,  that  form  contracts  with  the  U.  s. 
Government  to  deliver  goods  or  perform  services.  The 
contractor  is  required  to  keep  many  records  for  a  wide  variety 
of  purposes  because  of  contractual  requirements,  public  laws, 
etc.  None  of  the  guidance  in  FAR  4.8  or  DFARS  204.8  is 
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etc.  None  of  the  guidance  in  FAR  4.8  or  DEARS  204.8  is 
applicable  to  contractor  files.  Do 

not  confuse  the  contractor  files  with  ’’Contractor  General 
files”  which  are  government  files  kept  on  the  contractor. 
Regarding  closeout,  the  contractor  must  submit  a  Contractor's 
Closing  Statement  at  the  conclusion  of  each  contract  which 
includes:  (1)  Final  Voucher/ Invoice,  (2)  Completion  Statement, 
(3)  Release  of  Claims  and  (4)  Assignment  of  Refunds,  Rebate 
and  Credits.  Also  the  contractor  may  at  some  later  time 
pursue  litigation  (eg.  claim)  against  the  Government.  It  is 
at  this  time  that  the  Government  lawyers  will  want  to  look  at 
the  "contract  file.” 

10.  LEGAL/STAFF  JUDGE  ADVOCATE  -  The  Government’s  lawyers 
are  involved  in  many  stages  of  the  contracting  process  and 
closeout  is  no  exception.  As  mentioned  previously  the  lawyers 
at  the  buying  activity  must  issue  a  clearance  letter  on  any 
final  patent  or  royalty  reports.  The  other  time  they  are 
involved  is  when  the  contractor  pursues  litigation  after 
contract  closeout.  As  mentioned  earlier  the  contractor  signs 
a  release  of  claims,  but  there  are  situations  where  the 
release  would  not  hold  up.  There  are  statutes  of  limitation 
on  filing  claims  and  other  legal  actions.  The  reason  behind 
the  retention  dates  in  FAR  4.805  directly  relate  to  these 
statutes  of  limitation.  After  the  statute  of  limitations  has 
expired  the  Government  cannot  be  brought  into  court  so  there 
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is  no  further  reason  to  retain  the  files.  It  would  be 
difficult,  if  not  impossible,  to  defend  a  case  where  the 
"contract  files"  (any  or  all  of  them)  were  destroyed 
prematurely. 

11.  DEFENSE  CONTRACT  AUDIT  AGENCY  AUDITORS  -  The  DCAA  is 
involved  in  the  closeout  process  in  several  ways.  First  they 
audit  contractors*  public  vouchers  on  cost  type  contracts,  to 
include  the  "final  voucher"  which  is  ^ecessary  for  closeout. 
Next  DCAA  audits  contractor  rates  for  establishing  "actuals" 
on  cost  type  contracts  or  makes  recommendations  on  "quick 
closeout  rates."  Also  the  DCAA  may  from  time  to  time  issue  a 
DCAA  Form  1  against  a  contractor.  When  one  of  these  forms  is 
outstanding  no  cost  type  contracts  can  be  closed  until  the 
issues  are  settled. 

12.  PROPERTY  ADNINISTRAT0R8  (PA)  -  The  PA  has  a  limited 
warrant  relative  to  certain  property  related  responsibilities. 
For  closeout,  the  AGO  must  coordinate  with  the  PA  on  the 
distribution  of  Government  property  used  in  the  contract. 
Usually  the  DD  Form  1593  "Contract  Administration  Completion 
Record"  is  used  to  coordinate  with  the  PA.  The  DD  1593  would 
be  sent  to  the  PA  from  the  ACO  on  contracts  with  full 
delegations  and  directly  from  the  PCO  on  contracts  with 
limited  delegations.  In  the  later  situation  the  PCO  is 
responsible  for  initiating  closeout. 
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13 .  PLANT  CLEARANCE  OPPICER  -  Like  the  property 
administrator,  the  Plant  Clearance  Officer  also  holds  a 
limited  warrant.  Coordination  with  the  plant  clearance 
officer  is  required,  in  addition  to  the  property 
administrator,  prior  to  completion  of  the  DD  1593  "Contract 
Administration  Completion  Record."  As  discussed  previously 
this  would  support  the  DD  1597  (items  H  &  I)  "Contract 
Closeout  Checklist."  The  CO  responsible  for  closeout  may 
decide  that  these  actions  are  not  applicable  to  the  current 
contract  and  not  involve  the  property  administrator  or  plant 
clearance  officer.  If  in  doubt  when  establishing  the  DD  1597 
"Contract  Closeout  Checklist"  whether  any  Government  property 
(facilities,  material,  etc.)  was  provided,  be  sure  to 
coordinate  with  both  the  plant  clearance  officer  and  property 
administrator,  just  to  be  safe. 

14.  CONTRACT  PILE  -  "Contract  Files"  are  discussed  in  FAR 
4.8.  The  purpose  of  these  files  is  to  retain  information  that 
is  "sufficient  to  constitute  a  complete  history  of  the 
transaction  for  the  purpose  of  - 

•  Providing  a  complete  background  as  a  basis  for  informed 
decisions  at  each  step  in  the  acquisition  process; 

•  Supporting  actions  taken; 

•  Providing  information  for  reviews  and  investigations;  and 

•  Furnishing  essential  facts  in  the  event  of  litigation." 
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But  there  are  a  lot  of  different  or  specialized  contract 
files.  The  FAR  provides  for  three  broad  categories  of 
contract  files.  They  include: 

•  A  file  for  canceled  solicitations; 

•  A  file  for  each  contract;  and 

•  A  file  such  as  a  contractor  general  file  [Ref.  1:4.801]. 
The  file  for  each  contract  is  further  broken  down  into: 

•  Contracting  (Buying)  Office  Contract  File 

•  Contract  Administration  Office  (CAO)  Contract  File 

•  Paying  (Finance)  Office  Contract  File  [Ref.  1:4.802] 

Each  of  these  files  is  defined  later  in  this  section,  but  most 
personnel  should  be  familiar  with  these  terms.  The  file  for 
canceled  solicitations  and  contractor  general  files  are  not 
usually  broken  down  any  further.  Please  note  that  the  first 
broad  category  is  for  canceled  solicitations  therefore  no 
contract  file  will  result.  Information  from  successful 
solicitations  is  handled  in  different  ways.  Usually  the 
successful  proposals  are  in  the  contract  file,  unsuccessful 
proposals  are  either: 

•  Filed  separately  and  cross  referenced  to  the  contract 
awarded . 

•  If  not  voluminous  they  may  be  filed  in  with  the  resulting 
contract  file. 
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The  filing  of  unsuccessful  proposals  separately  speeds  up  the 
process  of  their  destruction  by  up  to  five  years  (FAR  4.805) 
and  reduces  the  Government's  costs  for  storage. 

So  we  see  that  the  term  "contract  files"  is  very  broad  in 
scope  as  used  in  the  FAR  and  it  encompasses  more  than  the 
files  for  each  contract  awarded.  Canceled  solicitation  files 
and  contractor  general  files  ar„  also  defined  in  FAR  4.8  as 
"contract  f lies . " 

15.  FILE  FOR  CANCELED  SOLICITATIONS  -  Just  like  the  name 
says  these  are  buying  office  files  where  an  award  was  not  made 
on  the  basis  of  the  solicitation,  and  resulting  proposals,  in 
the  file.  Please  note  that  often  solicitations  are  canceled, 
then  modified  and  reissued.  If  this  is  the  case,  you  may  want 
to  cross-reference  (DD  Form  1592)  this  file  to  the  successful 
award  file  of  the  follow-on  solicitation.  These  "contract 
files"  are  not  closed  like  buying  office  or  administrative 
office  files  for  successful  contract  awards.  They  are  also 
retained  for  a  shorter  period  of  time;  FAR  4.805  states  the 
retention  period  is  "five  years  after  cancellation." 

16.  CONTRACTOR  GENERAL  FILES  -  This  file  consists  of 
correspondence,  reports,  and  other  documents  relating  not  to 
a  specific  contract  but  to  several  contracts  or  to  the 
contractor  generally  (e.g.,  concerning  any  general  aspect  of 
his  capabilities,  performance,  procedures,  or  operations) . 
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The  buying  and/or  administrative  offices  may  have  contractor 
general  files.  This  file  would  include,  as  applicable; 
pre-award  surveys,  reports,  correspondence,  and  other  records 
documenting  the  contractor's  capabilities,  past  performance, 
accounting  system,  pricing  method,  quality  assurance 
procedures,  labor  policies,  insurance  programs,  equal 
opportunity  and  comparable  policies,  programs  and  systems  that 
serve  as  a  general  source  of  information  on  a  contractor's 
current  and  future  capability  or  responsibility. 

These  files  are  retained,  per  FAR  4.805,  "until  superseded 
or  obsolete,"  but  should  be  reviewed  yearly.  These  files  are 
not  "closed"  unless  a  company  goes  out  of  business  and  then  it 
would  be  the  CO's  judgment  as  to  whether  to  retain  or  dispose 
of  the  file.  For  larger  contractors  who  do  business  with  the 
Government  on  a  continuing  basis  the  file  may  stay  open 
forever  with  the  materials  being  updated  on  a  yearly  basis, 
adding  new  information  and  disposing  of  old  or  outdated 
information. 

17.  CONTRACTING  OFFICE  CONTRACT  FILE  -  Per  FAR  4.802(a)  : 

"The  contracting  office  contract  file,  which  shall 
document  the  basis  for  the  acquisition  and  the  award,  the 
assignment  of  contract  administration  (including  payment 
responsibilities) ,  and  any  subsequent  action  taken  by  the 
contracting  office."  The  FAR  also  prescribes  in  detail  the 
contents  for  the  "contracting  office  contract  file"  in  FAR 
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4.803(a)(1),  through  (41).  Remember  that  a  "contracting 
office  contract  file"  may  also  include  the  items  listed  in  FAR 
4.803(b)  (1)  through  20  "contract  administration  office 
contract  file"  and  4.803(c)(1)  through  (4)  "Paying  office 
contract  file."  This  would  occur  where  the  buying  office  does 
not  delegate  and  has  its  own  internal  finance  office.  But 
even  if  the  buying  office  doesn't  pay  the  contract  they  often 
administer  the  contract.  While  doing  this  the  CO  wears  "two 
hats”  the  PCO  and  AGO  and  must  cover  all  67  items  in  FAR 
4.803(a)  &  (b)  as  applicable. 

When  the  contracting  (buying)  office  delegates 
administration  to  the  Defense  Logistics  Agency  (DLA)  or 
another  agency  for  administration  it  sets  up  the  creation  of 
two  sets  of  files  on  the  same  contract,  not  including  the 
paying  office  file  (and  the  contractor  file) .  The  closing  of 
contracting  (buying)  office  and  administration  office  contract 
files  are  linked  together  whereas  the  paying  office  file 
closes  independently  of  other  files. 

18.  CONTRACT  ADMINISTRATION  OFFICE  FILE  '  Per  FAR 
4.802(a)(2);  "The  contract  administration  office  contract 
file,  which  shall  document  the  basis  for  and  the  performance 
of  contract  administration  responsibilities.”  In  FAR  4.803(b) 
and  DFARS  204.803(b)  the  specific  items  to  be  included  in  he 
contract  administration  office  file  are  set  forth.  Basically 
it's  the  file  maintained  by  the  Contract  Administration  Office 
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(CAO)  for  us«  In  administering  the  contract.  But  remember 
that  during  contract  performance  many  official  records  may  not 
be  in  the  ACO's  tile  such  as;  property,  quality  assurance, 
production,  engineering,  and  purchasing  system  information. 
These  may  still  be  part  of  the  "official"  contract  file  if 
required  by  regulation.  It  is  at  closeout  that  these  files 
may  bo  put  togetnor  the  first  time.  The  closing  of  the 
buying  am  adininiotrative  contract  files  are  linked  together 
by  on©  form;  the  DD  lti94  "Contract  Completion  Statement." 
This  form  will  be  discussed  in  detail  later  but  it  should  be 
noted  now  th-'t  although  the  buying  and  administrative  files 
are  closed  separately  they  close  on  the  same  date.  This  date 
is  assigned  by  tho  ACO  (if  delegated).  If  the  buying  activity 
cannot  close  its  files  within  90  days  of  the  administrative 
office  then  the  ACO  assigned  closeout  date  in  block  9d  is 
superseded  by  the  PCO  assigned  date  in  block  10©  of  the  DD 
1994.  When  this  happens  it  is  important  that  the  PCO  advises 
the  ACO  so  the  administrative  files  are  not  closed/ 
staged/etored  and  destroyed  early. 


19.  PAVXNO  OVVXCt  CONTAACT  FILE  -  Who  ever  pays  amounts 
on  the  contract  must  maintain  a  file;  FAR  4.803(c)  states  that 
the  paying  office  contract  file  will  contain: 

•  Copy  of  the  contract  and  any  modifications 
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•  Bills,  Invoices,  vouchers,  and  supporting  documents 

•  Record  of  payments  and  receipts 

•  Other  pertinent  documents 

This  is  a  short  list  compared  to  the  41  items  for  buying 
offices  and  20  items  for  CAOs.  The  finance  office  closes  ics 
files  independently  of  the  PCO  and  ACO  files  and  does  not 
coordinate  the  closing  of  its  files  with  the  cos.  This  is 
usually  where  original  copies  of  OD  250s  are  maintained  in  the 
"contract  file"  along  with  progress  payment  or  invoice/voucher 
payments.  The  paying  office  contract  file  is  closed  upon 
final  payments 

20.  COT^RACTOR  FILES  -  Those  files  kept  by  the  contractor 
on  Government  contracts.  Specific  requirements  would  be  tied 
to  public  laws,  contract  language,  or  any  systems  incorporated 
by  reference  through  contract  language.  The  main  point  about 
contractor  files,  important  for  contract  close  out,  is  that 
many  times  the  contracting  officer  can  get  copies  of 
documents,  which  are  lost  or  destroyed  within  the  Government, 
for  their  contract  files  from  the  contractor. 

21.  DD  FORM  1597  "CONTRACT  CLOSEOUT  CHECKLIST"  -  This  Is 
probably  the  first  form  the  CO  tasked  with  initiating  contract 
closeout  would  fill  out.  This  form  lists  the  major  "squares" 
to  be  filled  in  closing  a  contract.  If  you  compare  the  DO 
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1597  and  FAR  4.804-5(a) (1)  through  (15)  requirements  you  wil 
see  they  are  almost  the  same.  The  DD  1597  format  has  has  i 

I 

mechanized  form  in  many  computerized  contract  management 
systems;  sometimes  referred  to  as  a  mechanized  DD  1597  or  just 
Contract  Closeout  Checklist.  A  new  version  (Nov  88)  of  the 
form  was  incorporated  into  the  DFARS  in  DAC  #88-4  and  makes 
previous  versions  obsolete.  The  co  tasked  to  initiate 
closeout  will  first  review  the  contract  for  applicable  action 
items  on  the  DD  1597;  not  all  items  apply  to  every  contract. 
The  CO  must  use  his/her  knowledge  of  the  contract  to  determine 
which  items  are  applicable.  Next,  forecasted  dates  for 
completion  are  entered  on  the  form  or  the  computer.  Normal 
closeout  should  take  less  than  the  time  limitations  in  FAR 
4.804-1  and  indicated  on  line  V  of  the  DD  1597.  From  here  a 
contract  administrator  or  procurement  clerk  will  follow-up  on 
the  action  items  until  completed.  Once  all  the  appropriate 
squares  are  filled  the  responsible  official  (Block  9)  ,  usually 
the  CO,  signs  and  dates  the  DD  1597.  It  is  then  placed  in  the 
contract  file  (either  by  the  PCO  or  AGO  depending  on  who  is 
closing  the  contract)  as  evidence  that  all  those  actions  are 
complete. 

22.  DD  FORM  1593  CONTRACT  ADMINISTRATION  COMPLETION 
RECORD  -  Referenced  on  the  DD  Form  1597,  the  DD  1593  is  used 
as  evidence  by  the  CO  of  the  completion  of:  (1)  property,  (2) 
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plant  clearance,  (,i)  contract,  termination,  and  (4)  other 
admin istx’ative  functions.  It  may  be  used  by  either  the  ACO  or 
PCO.  Tne  PCD  may  hav'j  issued  a  delegation  limited  to  property 
or  terrmination  settlement  and  would  send  the  DO  1593  to  the 
property  administirator,  plant  clearance  officer  ar.d/or 
termination  contracting  officer  in  the  field  as  needed..  If  a 
full  delegatio.n  vas  given,  the  cognizant  ACO  would  use  the 
DD  1593  as  proof  of  completion  of  the  appropriate  functions 
(property,  plant  clearance  etc.)  and  place  the  signed  DD  1593 
in  the  Contract  Administration  Office  file  to  support  the 
DD  1597  Checklist,. 

23,  DD  FOJtH  15 S 4  CONTRACT  COMPLETION  fiTATEKENT  ■»  This 
form  currently  serves  two  functions  in  the  closeout  process. 
DFARS  204.804-4(a)  (S'*70)  x'cquires  the  ACO  to  notify  the  PCO, 
on  the  DD  Form  1594,  when  the  contract  becomes  physically 
complete  (Refer  to  the  DFARS  for  specifics)  .  When  used  in 
this  capacity  the  DD  3,594  is  called  an  Interim  Contract 
Completion  Statement  (Notice  of  Physical  Completion) .  The 
second  function  remains  unchanged  a-nd  this  is  the  last  form  a 
cognizant  ACO,  or  buying  activity  CO,  would  fill  out  in 
connection  with  closing  a  contract  file.  The  form  is  signed 
by  both  the  ACO  and  PCO,  if  delegated,  and  just  the  PCO  if  not 
delegated.  If  delegated  the  ACO  fills  out  blocks  1-9  and 
signs  block  9c.  The  date  in  9d  is  the  date  of  closeout, 
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except  when  the  PCO  cannot  close  his/her  files  within  90  days. 
In  this  case  the  PCO  establishes  the  revised  date  in  block  lOe 
when  the  PCO  signs  in  block  lod.  When  this  happens  the  PCO 
shall  communicate  with  the  ACO  to  insure  that  both  the  buying 
and  administrative  files  are  closed  on  the  same  date.  If  the 
ACO  doesn't  receive  any  notice  otherwise,  the  DD  1594  (with 
only  the  ACO  signature)  is  authority  to  close  the  file. 

E.  THE  CONTRACT  CLOSEOUT  PROCESS 

The  contract  closeout  process  begins  when  th<^  contract  is 
terminated  or  when  the  contract  is  physically  completed, 
contractor  delivers  and  the  Government  accepts  the  supplies  or 
services.  The  Federal  Acquisition  Regulation  (FAR)  lists 
detailed  procedures  for  closing  out  contracts. [Ref  1]  The 
office  administering  the  contract  must  ensure  that  the 
following  actions  are  completed: 

1.  Disposition  of  classified  material  is  completed; 

2.  Final  payment  report  is  cleared; 

3.  Final  royalty  report  is  cleared; 

4.  There  are  no  outstanding  value  engineering  change 

proposals; 

5.  Plant  clearance  report  is  received; 

6.  Property  clearance  is  received; 

7.  All  Interim  or  disallowed  costs  are  settled; 
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8.  Price  revision  is  completed; 

9.  Subcontracts  are  settled  by  the  prime  contractor; 

10.  Prior  year  indirect  cost  rates  are  settled; 

11.  Termination  docket  is  completed; 

12.  Contract  audit  is  completed; 

13.  Contractor's  closing  statement  is  completed; 

14.  Contractor's  final  invoice  has  been  submitted; 

15.  Contract  funds  review  is  completed  and  deobligation 
of  any  excess  funds  is  recommended. 

After  these  actions  are  complete,  the  contracting  officer 
administering  the  contract  ensures  the  contract  completion 
statement  is  prepared  and  signed  by  the  contractor. 

The  contract  closeout  process  can  be  delayed  for  a  variety 
of  reasons.  The  process  is  not  difficult,  but  it  requires 
many  administrative  actions  by  both  the  contractor  and  the  U. 
S.  Government  administering  office.  Several  activities  can  be 
involved  in  the  closeout  effort  and  the  actions  of  each  must 
be  coordinated  by  the  administering  office.  The  following 
were  the  problems  most  often  identified  in  one  report;  40%- 
Delays  caused  by  limited  manpower  and  low  priority  in  the 
contracting  office;  21%>Delays  caused  by  the  contractor;  17%- 
Delays  caused  by  the  DCAA;  15%-Delays  caused  by  the  paying 
activity;  7%-Other  [Ref.  6;p.  32].  Of  the  17%  of  delays 

caused  by  the  DCAA,  most  were  due  to  waiting  for  the  DCAA  to 
make  a  final  determination  on  overhead  rates.  These  cases 
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might  have  been  handled  using  the  Quick  Closeout  procedures 
from  the  FAR,  assuming  they  meet  the  other  qualifying 
criteria.  The  other  category  included  delays  due  to 
unliquidated  balances,  claims  and  litigation. 

The  actual  closeout  of  a  contract  is  performed  by  the 
office  administering  the  contract.  Personnel  involved  in  the 
closeout  include  the  Procuring  Contracting  Officer  (PCO)  and 
the  Administrative  Contracting  Officer  (ACO) ,  if  one  is 
assigned.  The  PCO  and  the  ACO  may  be  the  same  person  for  a 
specific  contract.  If  the  PCO  delegates  administrative 
functions  to  another  activity,  an  ACO  will  be  assigned.  The 
PCO  creates  a  contract  by  awarding  it  and  is  ultimately 
responsible  for  closing  it,  regardless  of  whether  the 
administrative  functions  have  been  assigned  to  another 
activity.  When  an  ACO  is  assigned  to  a  contract,  the  ACO  is 
responsible  for  administratively  closing  the  contract.  The 
ACO  coordinates  with  all  involved  parties  (Contractor,  U.  S. 
Government  and  DCAA  if  they  are  involved)  and  ensures  that 
each  has  submitted  the  appropriate  contract  completion  forms. 
When  the  ACO  determines  that  the  contract  is  physically  and 
administratively  complete,  he/she  certifies  it  and  forwards  it 
to  the  PCO  for  signature. 

Who  actually  closes  out  contracts?  Contract  specialists 
and  procurement  clerks  do  the  paperwork  to  closeout  most 
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contracts.  One  survey  obtained  the  following  information  when 
it  asked  who  closes  out  contracts:  42%-The  Contract  Specialist 
who  administers  the  contract;  26%-One  or  more  Contract 
Specialists  that  are  dedicated  to  closing  out  contracts;  10%- 
The  Contract  Specialist  who  awards  the  contract  also  closes 
the  contract;  5%-The  type  and  complexity  of  the  contract 
determines  who  closes  the  contract;  I7t-0ther  than  Contract 
Specialists  close  out  the  contracts  (procurement  clerks.  Navy 
Reserve  Units  or  the  PCO).(Ref.  7:p.  22] 

F.  TIME  STANDARDS  FOR  CONTRACT  CLOSURE  [Ref.  1] 

The  FAR  measures  closeout  timeframes  from  the  date  all  the 
property  was  received  or  the  services  were  ccTipleted.  The  FAR 
allows  the  following  times  to  closeout  contracts,  based  on 
contract  type: 


•  Firm-Fixed-Price  Contracts . six  months 

(excluding  small  purchases) 

•  Contracts  requiring  settlement 

of  overhead  rates . 36  months 

•  All  other  contracts . 20  months 


G.  ALTERNATE  CLOSEOUT  METHODS 

Two  alternate  methods  to  the  "normal"  contract  closeout 
process  can  be  used  to  expedite  the  closeout  process.  Quick 
Closeout  Procedures  (QCP)  are  explained  in  FAR  42.708.  QPCs 
allow  the  contracting  officer  to  negotiate  the  settlement  of 
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indirect  costs,  for  a  specific  contract  in  advance  of  the 
determination  of  final  indirect  rates,  under  the  following 
conditions: 

•  The  contract  is  physically  complete; 

•  The  amount  of  the  unsettled  indirect  costs  to  be  allocated 
is  relatively  insignificant; 

•  An  agreement  can  be  reached  on  a  reasonable  amount  of 
allocable  dollars. [Ref .  1] 

Navy  Acquisition  Regulation  Supplement  (NARSUP)  42.708  states 
that  costs  may  be  determined  to  be  insignificant  when  they  do 
not  exceed  either  15%  of  the  total  indirect  costs  incurred  on 
the  contract  or  $500,000,  whichever  is  less.  DLA  Manual 
8105.1:  42.7-11  states  that  this  procedure  should  be  limited 
to  small  dollar  balances  or  to  instances  where  indirect  costs 
applicable  to  any  one  DOD  contract  in  one  fiscal  year  do  not 
exceed  $500,000. 

Bilateral  agreements  can  also  be  used  to  negotiate 
settlement  of  indirect  cost  rates  when  a  contract  has  been 
terminated  and  the  contract  contains  the  clause  52.216-7, 
"Allowable  Cost  and  Payment."  Under  these  conditions  the 
contracting  officer  can  negotiate  the  amount  of  indirect  costs 
for  the  contract  period  in  which  the  rates  have  not  been 
decided. 
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H.  SUMMARY 


The  Department  of  Defense  and  the  Navy  in  particular,  do 
not  closeout  contracts  efficiently.  The  process  is  not 
difficult,  but  actions  are  required  of  the  contractor  and  the 
U.  S.  Government  and  the  closeout  process  does  not  always  go 
smoothly.  Many  reasons  for  the  untimely  close  out  have  been 
presented  in  this  report,  including  the  most  frequently  cited 
reason,  the  low  priority  assigned  to  the  closeout  process. 
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III.  DATA  PRESEMTATIOM 

A.  XMTRODDCTION 

This  chapter  presents  the  data  collected  by  this 
researcher  from  personal  interviews  and  review  of  previous 
research  studies.  Personal  interviews  were  conducted  with 
personnel  at  Department  of  Defense  organizations  that  close 
out  contracts  as  a  normal  course  of  their  business. 

Questions  were  asked  to  determine  the  following 
information: 

•  The  practices  currently  used  in  closing  out  contracts; 

•  Principal  problems  in  the  contract  closeout  process; 

•  Participants  in  the  contract  closeout  process; 

•  Critical  factors  in  the  contract  closeout  process; 

•  Steps  that  can  be  consolidated  or  eliminated  in  the 
contract  closeout  process; 

•  Steps  that  would  be  included  in  a  standard  contract 
closeout  model. 

B.  EXISTING  PROBLEMS  IN  THE  CLOSEOUT  PROCESS 

Reasons  for  delays  in  the  closing  of  Government  contracts 
are  numerous.  Several  studies  have  been  conducted  over  the 
past  several  years  to  determine  what  causes  these  delays, 
including  studies  by  Navy  Postgraduate  School  (NPS)  thesis 
students,  studies  by  the  U.  s.  Army  Audit  Agency,  by  the  Air 
Force  Audit  Agency,  and  studies  by  the  Inspector  General, 
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Department  of  Defense  [Refs.  6-12].  Information  gathered  from 
these  previous  studies  and  from  personal  interviews  with 
Contracting  Officers  currently  working  on  contract  closeout 
actions  identified  major  reasons  for  delays  in  closing  out 
u.  s.  Government  contracts  and  delays  in  initiating  the 
closeout  process.  Questions  asked  of  the  six  personnel 
interviewed  in  this  research  study  to  identify  variations  in 
the  system  are  as  follows: 

1.  Have  you  ever  had  specific  training  in  closing  out 
contracts? 

Personnel  that  were  asked  this  question  replied  that 
they  had  never  received  specific  training  in  closing  out 
contracts.  Most  had  been  introduced  to  the  process  and  had  a 
minor  amount  of  training  in  this  area  in  a  contract 
administration  course  of  some  kind.  All  respondents  indicated 
that  the  majority  of  the  knowledge  they  had  obtained  in  this 
area  had  been  acquired  through  on-the-job  training. 

In  a  study  conducted  by  another  NPS  student,  respondents 
indicated  that  85%  had  no  training  in  the  closeout  process  and 
15%  had  had  some  formal  training  [Ref.  6;p.  36].  The  15%  that 
had  some  training  said  it  had  been  part  of  a  basic  contracting 
course . 
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2.  What  ara  tha  principal  raasons  for  dalay  in  closing 
out  contracts? 

Research  indicated  the  principal  reasons  for  delays 
are  relatively  consistent.  In  a  study  conducted  by  a  previous 
NPS  student  the  following  reasons  were  cited  by  the  percentage 


of  respondents  indicated: [Ref  6:p.35] 

•  Delays  caused  by  DCAA  33% 

•  Delays  caused  by  the  AGO  20% 

•  Delays  caused  by  the  contractor  14% 

•  Reconciliation  of  differences  between  the 

paying  and  the  funding  offices  10% 


•  other  (lack  of  resources,  litigation,  etc)  22% 

Personal  interviews  led  to  the  following  reasons  for  delays  in 
closing  out  contracts: 

•  Delays  caused  by  waiting  for  DCAA  audits 

•  Delays  in  disposition  of  Government  Furnished  Property 
(GFP) 

•  dFAS  delay  in  payment  of  final  voucher 

•  Low  priority  given  to  the  closeout  process 

•  Delays  caused  by  the  negotiation  of  overhead  rates 

•  Waiting  for  the  contractor's  final  voucher 

•  Delay  in  receipt  of  the  final  patent  report 

•  Delays  in  the  disposition  of  classified  materials 
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The  first  of  these  studies  was  conducted  in  the  latter 
part  of  1991  [Ref.  6]  and  the  second  study  was  conducted  in 
the  latter  part  of  1993  [Ref.  13-16].  Many  of  the  sane  delays 
were  cited  in  both  studies  indicating  little  progress  has  been 
made  in  eliminating  the  most  common  causes  of  delays  over  the 
past  several  years.  The  cause  of  delay  most  often  cited  in 
both  studies  was  delays  caused  by  waiting  for  DCAA  to  complete 
their  final  audit.  (DCAA  is  several  years  behind  in  conducting 
audits  of  contractor  final  overhead  rates)  Presently  DCAA  is 
conducting  a  major  effort  to  complete  the  audits  of  1989 
overhead  rates. 

3.  Have  you  ever  used  the  quick  closeout  procedures  or 
bilateral  agreements  to  speed  up  the  closeout  of  contracts? 
Why  or  why  not? 

Research  indicated  that  the  quick  closeout  procedures 
were  seldom,  if  ever,  used  by  five  of  the  six  persons 
interviewed.  The  respondent  that  indicated  the  quick  closeout 
procedures  were  used  often  appeared  to  have  the  same  types  of 
contracts  and  the  same  work  load  as  the  other  respondents.  Of 
the  personnel  that  indicated  they  very  seldom  used  the  quick 
close  out  procedures,  the  primary  reasons  for  not  using  them 
were  the  low  dollar  threshold  for  use  of  the  procedures  and 
having  few  contracts  to  which  the  procedures  applied. 

In  a  study  done  by  another  NFS  student  the  63  respondents 
indicated  that  47%  had  used  quick  closeout  procedures  at  one 
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time  or  another  and  that  53%  had  never  used  quick  closeout 
procedures.  Bilateral  agreements  were  also  seldom  used. 
Fourteen  percent  of  the  respondents  had  used  bilateral 
agreements  at  one  time  or  another  and  86%  had  never  used 
bilateral  agreements.  Of  those  that  said  they  had  never  used 
the  procedure,  the  majority  stated  they  were  unaware  of  the 
procedures  [Ref.  6:p.  27]. 

4 .  Has  a  system  been  developed  to  keep  track  of  when 
contracts  are  physically  completed? 

Research  indicated  that  contracts  are  tracked  both 
manually  and  via  automat*.  rtems.  Various  automated  systems 
were  used,  the  predominant  one  being  the  one  developed  by  DLA 
called  Mechanized  Contract  Administration  Services  (MOCAS) . 
At  present,  DLA  organizations  are  the  only  ones  using  MOCAS. 
MOCAS  tracks  shipments  using  data  base  inputs  and  provides 
visibility  of  contract  completion  to  management  and  the  ACO. 

Manually  tracked  systems  have  a  variety  of  ways  of 
tracking  the  closeout  process.  Methods  of  tracking  the 
process  included; 

•  By  monitoring  an  "exception  list" 

•  Periodic  sweeps  of  the  files 

•  Forms  sent  to  the  requesting  code  asking  if  services 
have  been  completed 


49 


These  methods  would  not  produce  the  timely  results  required  to 
meet  the  required  time  frames  for  closing  out  Government 
contracts  as  stated  in  f  804-1. 

5.  Bow  would  you  decrease  delays  caused  within  yoiu: 
offioe? 

Research  indicated  that  respondents  believed  few 
delays  were  caused  by  their  own  offices.  Of  the  respondents 
that  indicated  there  were  delays,  all  said  the  way  to  decrease 
the  delays  would  be  to  dedicate  more  personnel  to  the  closeout 
process.  One  respondent  indicated  the  way  to  free  up  more 
time  to  work  on  current  contract  closeouts  would  be  to  clear 
up  old  contracts  (close  them  out) . 

6.  What  might  your  office  do  to  decrease  delays  the 
contractors  may  be  experiencing? 

Respondents  indicated  the  only  way  to  decrease  delays 
at  contractor  facilities  would  be  to  make  frequent  phone  calls 
to  the  contractors  to  coax  them  into  completing  their  actions 
in  a  more  timely  manner. 

7.  How  might  you  go  about  increasing  the  priority  on 
closing  out  contracts?  Should  this  even  be  done? 

Research  indicated  that  the  majority  of  the 
respondents  would  not  increase  the  priority  placed  on  the 
closeout  process  if  they  had  the  opportunity.  Methods  that 
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could  be  used  to  increase  the  prl'^rity  on  closing  out 
contracts  include:  bringing  up  closeout  at  monthly  meetings 
and  placing  contracts  ready  for  closeout  on  overage  contract 
lists. 


C.  CRITICAL  STEPS  IN  THE  CONTRACT  CLOSEOUT  PROCESS 

Research  was  conducted  to  determine  the  critical  steps  in 
the  contract  closeout  process.  Critical  steps  were  identified 
through  questions  asked  of  the  various  personnel  interviewed 
and  through  information  gathered  from 

previous  studies.  The  normal  contract  closeout  process 
involves  the  following  sequential  steps: 

•  Contract  is  physically  completed. 

•  ACO  sends  the  initial  DD  Form  1594  (Interim  Contract 
Completion  Statement)  to  the  PCO  to  inform  him/her  the 
closeout  process  has  begun. 

•  ACO  completes  all  items  on  the  DD  Form  1597  (these  are  the 
items  listed  in  FAR  4.804~5). 

•  ACO  checks  for  any  recent  modifications  to  the  contract 
and  ensures  they  are  incorporated  into  the  contract.  ACO 
closes  the  administrative  contract  file. 

•  ACO  completes  the  DD  Form  1594  (Contract  Completion 
Statement)  and  sends  it  to  the  PCO  to  indicate  the 
contract  is  administratively  closed  out.  The  PCO  now  has 
sixty  days  to  complete  the  contract  closeout  process  or 
seek  a  waiver  of  this  time  constraint. 


Items  that  are  listed  in  FAR  4. 804-5 (a)  which  must  be 
completed  on  the  DD  Form  1597  include: 

•  Disposition  of  classified  material  is  completed; 
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•  Final  payment  report  is  cleared; 

•  Final  royalty  report  is  cleared; 

•  There  are  no  outstanding  value  engineering  change 
proposals; 

•  Plant  clearance  report  is  received; 

•  Property  clearance  is  received; 

•  All  interim  or  disallowed  costs  are  settled; 

•  Price  revision  is  completed; 

•  Subcontracts  are  settled  by  the  prime  contractor; 

•  Prior  year  indirect  cost  rates  are  settled; 

•  Termination  docket  is  completed; 

•  Contract  audit  is  completed;  '  i 

•  Contractor's  closing  statement  is  completed; 

i 

•  Contractor's  final  invoice  has  been  submitted; 

•  Contract  funds  review  is  completed  and  deobligation  of  any 
excess  funds  is  recommended. 

Critical  steps  are  items  identified  that  must  be 
accomplished  for  the  closeout  process  to  continue  and  items 
that  take  a  long  period  of  time  to  complete.  Questions  asked 
in  this  research  study  to  identify  critical  factors  Include 
the  following: 

1.  What  items  in  the  contract  closeout  process  take  the 
longest  to  complete? 

This  question  was  asked  to  determine  the  items  in  the 
process  that  might  hold  up/delay  the  process  for  long  periods 
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of  tint«.  The  following  Items  were  Identified  as  taking  the 
longest  to  complete: 

•  Completion  of  the  DCAA  audit  of  final  overhead  rates. 

•  Payment  of  the  final  contractor  voucher  by  DFAS. 

•  Settlement  of  contractor  final  overhead  rates. 

•  Receipt  of  the  contractor's  final  payment  voucher. 

•  Receipt  of  the  final  patent  report. 

•  Disposition  of  GFP. 

Of  these  items  the  DCAA  audit  and  payment  of  the  final  voucher 
by  DFAS  were  mentioned  most  often  (by  50%  of  respondents)  and 
actually  took  the  longest  period  of  time  to  complete. 

In  another  study  conducted  by  a  NPS  student  [Ref.  6:p.  35] 
the  following  were  reasons  given  for  delay  in  closing  out 


Government  contracts: 

•  Delays  caused  by  DCAA  33% 

•  Delays  caused  by  the  ACO  21% 

•  Delays  caused  by  the  contractor  14% 

•  Delays  in  reconciliation  of  differences  between 

the  funding  office  and  the  paying  office.  10% 

2.  What  items  must  be  accomplished  before  other  items  can 
be  started? 

This  question  was  asked  to  determine  which  items  in 


the  process  might  delay  the  process  and  all  subsequent  items 
in  the  process.  The  following  responses  were  received: 

•  Contract  must  be  physically  completed. 


53 


•  DCAA  audit  must  be  completed. 

•  Final  payment  voucher  must  be  received  from  the 
contractor . 

•  Final  payment  must  be  made  by  DFAS. 

Each  of  these  items  will  stall  the  contract  closeout  process 
until  it  has  been  completed.  Many  of  the  items  on  the  DD  Form 
1597  and  the  DD  Form  1593  can  be  tracked  simultaneously  for  a 
reduction  in  processing  time. 

3.  What  elements  of  the  contract  closeout  process  are 
critical? 

Research  Indicated  there  were  items  in  the  closeout 
process  that  were  more  critical  to  the  process  than  others. 
Personnel  interviewed  stated  tnet  all  items  listed  on  the  DD 
Form  1597  and  the  DD  Form  1593  were  required  for  the  closeout 
of  the  contract  as  stated  in  FAR  4. 804-5 (a),  but  that  the 
following  items  determined  whether  the  contract  would  be 
closed  out  in  a  timely  manner: 

•  Final  payment  voucher  received  from  the  contractor. 

•  DCAA  final  audit  completed. 

•  Settlement  of  final  overhead  rates. 

•  Physically  completed  contract. 

•  Certifications  and  completion  of  normal  vouchers, 

•  Final  payment  made  by  DFAS. 

•  Obligations  matched  to  expenditures. 
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•  All  items  on  the  Closeout  Checklist  (DD  Form  1597) 
completed. 

All  of  the  above  items  and  the  other  items  listed  in  FAR  4.8 
must  be  included  in  the  closeout  process,  but  the  items  listed 
above  should  receive  additional  attention  by  personnel  closing 
out  the  contract  to  insure  the  contract  is  closed  out  in  a 
timely  manner. 

4.  What  actions  can  the  contracting  officer  take  to 
ensure  timely  completion  of  the  contract  closeout  process? 

Research  indicated  many  of  the  problems  that  delay  the 
closeout  process  could  have  been  prevented  by  closer  attention 
to  proper  procedures  in  the  administration  of  the  contract. 
Still  other  problems  could  not  be  eliminated  in  this  manner 
and  seem  to  be  problems  in  the  process  itself.  The  responses 
received  to  this  question  all  fall  into  the  first  category. 
The  following  responses  were  received: 

«  Maintain  periodic  communications  (weekly  or  bi-weekly) 
with  the  contractor  and  ask  which  contracts  are  physically 
completed. 

•  Negotiate  overhead  rates  as  early  in  the  process  as 
possible. 

•  Communicate  with  DFAS  to  ensure  no  problems  arise  with  the 
closeout  process. 

•  Review  the  DD  Form  1597  to  ensure  all  items  are  completed. 


55 


No  responses  were  received  that  were  indicative  of  problems  in 
the  process  itself,  but  from  other  questions  in  this  study  the 
following  problems  were  identified  with  the  process: 

•  DCAA  caused  delays  due  to  the  shortage  of  personnel  and 
heavy  workloads. 

•  DFAS  caused  delays  due  to  inexperience  of  their  personnel 
and  heavy  workloads. 

•  Delays  caused  by  the  contractors  who  owe  money  on  the 
contract  and  therefore  have  no  incentive  to  close  the 
contract . 

•  Communication  between  agencies  involved  in  the  closeout 
process  is  poor. 

•  Delays  in  settlement  of  contractor  final  overhead  rates. 

Each  of  these  problems  require  more  than  attention  to  detail 
in  the  administration  of  the  contract.  They  require  changes 
to  the  process  itself  to  eliminate  the  delays  caused. 

5.  What  actions  can  the  contracting  officer  take  during 
the  contract  administration  phase  of  the  contracting  process 
to  ensure  the  timely  closeout  of  the  contract? 

Research  indicated  the  contracting  officers  were  not 
aware  or  were  not  concerned  that  problems  not  solved  in  the 
administration  of  the  contract  would  cause  additional  problems 
in  the  contract  closeout  process.  Responses  were  expected  to 
be  similar  to  the  responses  to  question  four  above.  Actual 
responses  were  more  along  the  lines  of  what  the  contracting 
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officer  would  have  done  upon  discovery  of  the  problem.  Actual 
responses  received  were  as  follows: 

•  Talk  with  the  contractor  to  determine  if  any  additional 
actions  are  required. 

•  Resolve  disputes  as  they  occur. 

From  these  responses  it  appears  the  contracting  officers  are 
not  thinking  ahead  nor  planning  for  the  closeout  process. 
They  are  in  a  reactive  mode,  handling  problems  as  they  arise. 

D.  THE  CONTRACT  CLOSEOUT  CHECKLIST 

The  Contract  Closeout  Checklist  (DD  Form  1597)  contains 
the  same  requirements  listed  in  FAR  4.804-*5(a).  It  is  a 
worksheet  of  the  FAR  requirements  in  an  easily  usable  format. 
It  was  the  intent  of  this  research  study  to  identify  items  on 
this  checklist  that  could  be  eliminated  or  combined  with  other 
items  to  expedite  the  closeout  process.  Research  conducted 
Indicates  this  is  not  a  viable  alternative.  The  majority 
(75%)  of  the  personnel  interviewed  indicated  they  used  the  DD 
Form  1597  as  part  of  the  in-house  closeout  procedures.  When 
asked  which  items  on  the  checklist  could  be  combined,  50% 
Indicated  that  no  steps  could  be  combined  and  the  other  50% 
Indicated  that  the  items  on  the  checklist  were  worked 
simultaneously  so  that  there  was  no  reason  to  eliminate  any  of 
the  items.  All  items  on  the  checklist  are  not  applicable  to 
all  contracts  and  can  be  checked  off  quickly,  but  the  items  on 
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the  checklist  must  be  checked  for  as  stated  in  the  FAR.  When 
asked  which  items  on  the  DD  Form  1597  could  be  eliminated,  all 
personnel  interviewed  said  no  items  should  be  eliminated. 

These  were  not  the  results  expected  at  the  beginning  of 
this  research  project.  With  the  current  strong  trend  in  the 
use  of  Total  Quality  Management  (TQM)  techniques,  the  research 
was  expected  to  reveal  items  that  were  no  longer  used  in  the 
field  or  were  Interfering  with  the  closeout  process.  For  this 
particular  checklist  this  is  not  the  case. 

All  personnel  Interviewed  had  had  some  training  in  Dr. 
Deming's  method  of  TQM.  Only  25%,  however,  had  training  in 
the  continuous  improvement  process  and  that  training  occurred 
outside  the  work  place.  Seventy-five  percent  of  the  personnel 
interviewed  indicated  the  application  of  TQM  techniques  to  the 
closeout  process  resulted  in  little  or  no  improvement.  The 
reasons  stated  for  this  lack  of  improvement  included:  (1)  lack 
of  control  over  the  factors  that  caused  the  delays  in  the 
process  and  (2)  laws  and  regulations  that  restrict  freedom  of 
action.  No  changes  were  indicated  for  the  Contract  closeout 
Checklist  and  no  changes  are  likely  to  occur  until  the  FAR  4- 
804-5 (a)  is  changed  or  eliminated. 

E.  Summary 

Problems  in  the  contract  closeout  process  are  many  and 
varied.  From  the  results  indicated  in  this  chapter  it  appears 
that  the  closeout  process  has  room  for  improvement  and  can 
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benefit  from  the  application  of  Dr.  Deming's  techniques  for 
TQM  and  the  continuous  process  improvement  method.  This  does 
not,  however,  include  revision  of  the  DD  Form  1597  as  long  as 
FAR  4. 804-5 (a)  remains  unchanged.  The  next  chapter  will 
analyze  the  information  presented  in  this  chapter,  indicate 
the  impact  these  problems  have  on  the  overall  contracting 
process  and  make  suggestions  for  improving  the  process. 
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ZV.  ANALYSIS  OF  THE  DATA 


A.  INTRODUCTION 

This  chapter  will  review  and  analyze  the  data  presented  in 
chapter  three.  The  information  gathered  from  previous  studies 
of  the  contract  closeout  process,  when  taken  with  Information 
gathered  in  this  research  study,  shows  long  term  trends  and 
unresolved  problems  with  the  process  and  implementation  of  the 
process  by  the  contract  specialists.  This  analysis  will  be 
presented  in  four  areas: 

1.  Current  practices  in  the  closing  of  contracts. 

2.  Problems  existing  in  the  closeout  process. 

3.  The  critical  steps  in  the  contract  closeout  process. 

4.  The  contract  closeout  checklist. 

B.  CURRENT  PRACTICES  IN  THE  CLOSING  OF  CONTRACTS. 

The  basic  process  of  closing  out  contracts  is  sound,  but 
it  has  room  for  improvement.  The  closeout  process  involves 
many  personnel  both  within  the  U.  S.  Government  and  at  the 
contractor  facilities.  The  process  is  time  consuming  and  ties 
up  a  large  amount  of  U.  S.  Government  funds.  Contract 
closeout  is  assigned  a  low  priority  by  most  contracting 
offices,  so  it  is  set  aside  when  more  pressing  problems  arise. 
Despite  all  this,  U.  S.  Government  contracts  are  closed  on  a 
regular  basis,  but  not  usually  within  the  time  frames 
specified  in  the  FAR  4.804-l(a). 
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Some  uniformity  is  being  developed  in  the  process  with  the 
use  of  DD  Form  1593,  DD  Form  1594,  and  DD  Form  1597.  ”heae 
forms,  which  add  a  more  structured  approach  to  the  closw  \t 
process,  are  being  used  more  and  more  by  contracting  offices 
that  close  out  contracts.  There  are,  however,  many  items  on 
the  DD  Form  1597  and  FAR  4.804'5  to  complete,  and  they  consume 
a  great  deal  of  time,  personnel  interviewed  indicated  that 
many  of  the  items  are  being  processed  concurrently  and  that 
there  is  no  particular  order  in  which  the  steps  must  be  taken 
except  for  signing  the  form  when  all  other  steps  are 
completed. 

When  asked  which  items  on  the  DD  Form  1597  could  be 
eliminated,  all  personnel  interviewed  indicated  that  no  items 
on  this  form  should  be  eliminated.  Each  item  on  this 
checklist  is  mandated  by  regulation  to  be  reviewed  as  part  of 
the  contracting  function.  The  only  Instance  where 
elimination  of  an  item  would  be  viable  would  be  if  the  laws  or 
regulations  are  changed.  Review  of  the  acquisition  process, 
with  the  idea  of  streamlining  the  process,  is  currently  being 
conducted  in  U.  S.  Congress  (Section  800  Report) .  From  a 
review  of  the  Section  800  Report,  it  appears  the  only  part 
that  will  effect  the  contract  closeout  process  is  a  proposed 
revision  of  the  contract  claims  process.  The  proposed 
revision  will  make  claims  somewhat  easier  to  process  in  the 
court  system.  This  is  not  a  major  problem  in  the  closeout 
process  and  will  affect  only  a  small  number  of  contract 
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actions,  thereby  not  dramatically  affecting  the  closeout 
process . 

All  personnel  interviewed  had  some  training  in  Dr. 
Deming's  Total  Quality  Management  techniques.  Additionally, 
all  had  at  least  an  introduction  to  continuous  process 
improvement  techniques.  seventy*five  percent  of  the  personnel 
interviewed  had  made  an  attempt  to  apply  the  teachings  of  Dr. 
Deming  to  the  closeout  process.  Fifty  percent  of  the 
personnel  interviewed  continue  to  apply  the  techniques  and 
have  had  some  favorable  results  with  the  process.  Progress 
has  been  made  in  the  identification  of  problems  in  the  process 
and  in  reductions  in  the  time  delays  that  result  from  these 
problems.  The  major  problems  identified  will  be  discussed 
later,  but  steps  such  as  putting  closeout  actions  on  monthly 
and  weekly  supervisory  review  meeting  agendas  and  better 
communications  with  contractors,  have  lessened  the  time  to 
close  out  contracts  and  improved  working  relations  between 
contracting  officers  and  contractor  personnel. 

C.  EXISTING  PROBLEMS  IN  THE  CLOSEOUT  PROCESS 

Reasons  for  delays  in  the  closing  of  Government  contracts 
are  numerous.  Studies  that  have  been  conducted  over  the  past 
several  years  have  identified  many  causes  of  these  delays  and 
have  made  many  suggestions  for  improvement.  The  great 
majority  of  these  solutions  involve  applying  more  time  and 
resources  to  the  problems,  but  do  not  address  the  problems 
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themselves.  With  the  current  reductions  in  staff  and 
resources  available  to  contracting  offices  in  the  U.  s. 
Government  and  in  industry,  the  option  of  applying  more 
resources  to  the  problems  is  no  longer  available  to 
contracting  officers.  The  current  dovmsizing  in  the 
Department  of  Defense  will  require  U.  S.  Government 
contracting  officers  to  conduct  the  same  or  increasing  amounts 
of  work  with  reduced  staffs  and  smaller  budgets.  The  overall 
amount  of  work  will  decrease  as  the  current  contracts  are 
settled  and  closed  out,  but  the  reduced  staffs  will 
individually  be  doing  an  increased  amount  of  work  as  entire 
contracting  offices  are  closed  and  the  workloads  from  those 
offices  are  transferred  to  the  remaining  offices. 

1.  Contract  closeout  training. 

Research  has  shown  that  the  personnel  who  close  out 
contracts  have  never  ireceived  specific  training  in  closeout 
procedures.  However,  most  had  been  introduced  to  the  process 
and  had  a  minor  amount  of  training  in  this  area  in  a  contract 
administration  course  of  some  kind.  All  respondents  indicated 
that  the  majority  of  the  knowledge  they  had  obtained  in  this 
area  had  been  acquired  through  on-the-job  training.  The 
contract  closeout  process  is  not  a  difficult  one,  but  it 
requires  very  specific  actions  to  be  taken.  Personnel  that 
are  untrained  in  the  process  and  unfamiliar  with  the  DD  Forms 
1593,  1594  and  1597  could  make  mistakes  that  result  in  a  loss 
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of  funds  for  the  U.  S.  Government  or  for  the  contractor.  The 
actions  to  be  taken  in  the  process  involve  many  agencies 
inside  and  outside  the  U.  S.  Government  and  require 
coordination  skills  on  the  part  of  contract  administration 
personnel.  To  develop  the  necesb.^ry  skills  and  knowledge  to 
close  out  U.  S.  Government  contracts  in  the  time  frames 
specified  in  the  FAR,  contracting  officers  and  staff  personnel 
require  specific  training  in  the  closeout  process. 

2.  Reasons  for  delay  in  closing  out  contracts. 

Research  indicated  the  principal  reasons  for  delays  in 
the  closeout  process  are  consistent.  The  majority  of  these 
reasons  for  delay  stem  from  the  low  priority  the  organizations 
Involved  assign  to  the  contract  closeout  operation.  When 
other  tasks  are  presented  the  closeout  actions  are  put  aside 
to  complete  the  higher  priority  tasks.  In  a  presentation 
given  to  contracting  students  at  the  Naval  Postgraduate 
School,  a  U.  S.  Government  contracting  officer  stated  that  his 
organization  was  so  overworked  that  they  had  to  cut  back  on 
services  somewhere,  and  they  made  the  choice  to  stop  working 
contract  closeout  actions  completely.  Until  the  workload 
slacked,  they  would  not  expend  cime  or  other  resources  on 
closing  out  contracts.  Thi  is  an  extreme  example,  but 
indicative  of  the  problems  that  exist  in  Government 
contracting  at  this  time. 
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Studies  conducted  in  1967,  1991  and  the  latter  part  of 
1993  resulted  in  many  of  the  same  delays  being  cited, 
indicating  little  progress  has  been  made  in  eliminating  the 
most  common  causes  of  delays  over  the  past  several  years.  The 
cause  of  delay  most  often  cited  in  these  studies  was  delays 
caused  by  waiting  for  DCAA  to  complete  their  final  audits. 
DCAA  is  several  years  behind  in  conducting  audits  of 
contractor  final  overhead  rates.  As  of  the  writing  of  this 
report  the  DCAA  is  conducting  a  major  effort  to  complete  the 
audits  of  1989  overhead  rates.  DCTUV's  top  priorities  are  in 
auditing  contract  proposals  and  in  auditing  post  and  pre¬ 
negotiation  memorandums  with  auditing  of  final  overhead  rates 
one  of  their  lowest  priorities  (Ref.  17;p.  6].  In  this  the 
DCAA  is  similar  to  both  the  U,  s.  Government  contracting 
offices  and  the  contractor  contracting  offices.  As  long  as 
the  contract  clcseout  process  remains  such  a  low  priority  at 
DCAA  the  prospects  of  them  catching  up  on  their  auditing  of 
overhead  rates  is  not  good. 

3.  Quick-closeout  procedures  and  bilateral  agreements. 

Research  indicated  that  the  quick-closeout  procedures 
were  not  commonly  used  by  the  respondents.  Personnel  that 
rarely  used  the  quick-closeout  procedures  indicated  the 
primary  reasons  for  non-use  were  the  low  dollar  threshold  for 
use  of  the  procedures  and  having  few  contracts  to  which  the 
procedures  applied.  When  asked  for  elaboration  on  these 
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points,  the  explanations  inclxidedl  a  lack  of  time  to  apply  the 
procedures,  a  lack  of  understanding  of  the  procedures,  the 
fact  that  the  cut  off  point  is  too  low  (currently  applies  to 
contracts  less  than  $10,000}  to  make  it  worthwhile  to  use  the 
procedures,  and  that  they  intended  to  use  the  procedures  more 
in  the  future.  These  procedures  are  intended  to  reduce  the 
time  required  to  close  contracts.  To  say  that  there  is 
insufficient  time  to  apply  the  procedures  seems  a 
contradiction.  Quick-closeout  procedures  cut  down  on  the  time 
required  to  closeout  contracts  significantly  and  should  be 
used  whenever  possible.  It  appears  more  tzaining  may  be 
required  to  allow  U.  S.  Government  personnel  to  use  this  tool 
more  effectively. 

Bilateral  agreements  were  seldom  used  primarily 
because  of  the  lack  of  understanding  of  the  procedures  and 
lack  of  awareness  of  the  procedures. 

4.  Systems  for  tracking  contract  physical  completion  and 
the  initiation  of  the  contract  closeout  process. 

Research  indicated  that  contracts  are  tracked  both 
manually  and  via  automated  systems.  No  uniform  tracking 
system  has  been  developed  for  use  throughout  the  U.  S. 
Government  or  throughout  the  DoD.  Various  automated  systems 
are  currently  b&ing  used,  most  of  these  were  developed  for  use 
within  the  command.  DLA  uses  an  automated  system  called  the 
Mechanized  Contract  Administration  Service  or  MOCAS  at  all  of 


66 


their  offices.  MOCAS  tracks  shipments  using  data  base  inputs 
and  provides  visibility  of  contract  completion  to  management 
and  the  AGO.  With  many  independent  computer  systems,  the 
systems  will  probably  not  be  able  to  communicate  with  each 
other.  This  makes  it  more  difficult  for  contracting  officers 
to  share  informaticn  and  to  pass  information  from  one  command 
to  another.  With  the  current  push  to  automate  processes  in 
the  Department  of  Def'^inse,  more  and  more  of  the  contracting 
functions  are  being  automated,  and  automation  of  the  contract 
closeout  function  with  a  common  system  through  the  DOD  is  long 
overdue . 

Manually  tracked  systems  are  much  better  than  no 
system  at  all,  but  these  systems  tend  to  be  much  slower  than 
the  automated  systems.  These  methods  do  not  produce  the 
timely  results  required  to  meet  the  time  frames  for  closing 
out  Government  contracts  as  stated  in  FAR  4.804-1. 

5.  Decrease  delays  caused  within  your  office. 

Research  indicated  that  respondents  were  more  aware  of 
delays  caused  by  outside  organizations  than  they  were  aware  of 
delays  caused  by  their  own  organization.  Of  the  respondents 
that  indicated  there  were  delays  within  their  offices,  all 
said  the  way  to  decrease  delays  would  be  to  dedicate  more 
personnel  to  the  closeout  process.  With  the  current  trend  in 
downsizing  of  U.S.  Government  organizations,  it  is  more 
realistic  to  plan  for  decreasing  resources  in  the  future.  The 
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mindset  of  throwing  more  people  and  resources  at  problems  must 
be  overcome  so  that  new  and  innovative  ways  can  be  sought  to 
overcome  these  problems,  contracting  personnel  must  set  up 
time  schedules  for  the  closeout  process  and  review  these 
schedules  ptor^odisally  to  insure  they  are  not  part  of  the 
problem  instead  of  part  of  the  solution. 

6.  Decreasing  delays  contractors  may  be  experiencing. 

Respondents  indicated  that  better  coordination  of  the 

closeout  process  with  contractors  would  decrease  delays  within 
the  contractors'  organization.  This  can  be  accomplished  with 
more  frequent  communications  with  contractors  and  the 
coordination  of  actions  with  other  u,  s.  Government  offices. 
U.  S.  Government  organizations  can  often  elicit  action  from 
other  u.  S.  Government  organizations  where  the  contractor 
organization  may  have  failed  to  elicit  the  same  action.  A 
more  active  role  in  Contractor/Government  communications  may 
help  the  Government  contracting  officer  to  more  timely  close 
out  contracts. 

7.  Increasing  the  priority  on  closing  out  contracts. 

Research  indicated  that  contractors  and  contracting 

officers  alike  put  a  low  priority  on  the  closeout  process  and 
would  not  increase  that  priority  if  they  had  the  opportunity. 
Downsizing  of  contract  offices  and  decreasing  resources  will 
mean  even  fewer  resources  available  in  the  future.  An 
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increased  priority  for  the  closeout  process  is  important  if 
the  backlog  of  closeout  actions  is  to  be  decreased.  Methods 
that  could  be  used  to  increase  the  priority  on  closing  out 
contracts  include:  bringing  up  closeout  actions  at  monthly 
review  meetings  and  placing  contracts  reixdy  for  closeout  on 
overage  contract  lists.  Giving  more  visibility  to  the 
problems  is  usually  a  good  way  to  start  correcting  the 
problems . 

C.  CRITICAL  STEPS  IN  THE  CONTRACT  CLOSEOUT  PROCESS 

Research  indicated  there  are  factors  that  are  more 
critical  to  the  process  in  terms  of  time  to  complete  the 
process  and  process  stoppages,  but  because  of  laws  and 
regulations,  all  factors  listed  in  FAR  4.804-5  must  be  part  of 
the  closeout  process.  Critical  steps,  which  were  listed  in 
chapter  three,  were  identified  through  questions  asked  of  the 
various  personnel  Interviewed  and  through  information  gathered 
from  previous  studies.  The  normal  contract  closeout  procesc 
involves  the  following  steps: 

1.  Contract  is  physically  completed. 

2.  AGO  sends  the  initial  DD  Form  1594  (Interim  Contract 
Completion  Statement)  to  the  PCO  to  Inform  him  the  closeout 
process  has  begun, 

3.  AGO  completes  all  items  on  the  DD  Form  1597,  which 
Includes  the  following: 

•  Disposition  of  classified  material  is  completed; 
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•  Final  payment  report  is  cleared; 

•  Final  royalty  report  is  cleared; 

•  There  are  no  outstanding  value  engineering  change 
proposals; 

•  Plant  clearance  report  is  received; 

•  Property  clearance  is  received; 

•  All  interim  or  disallowed  costs  are  settled; 

•  Price  revision  is  completed; 

•  Subcontracts  are  settled  by  the  prime  contractor; 

•  Prior  year  indirect  cost  rates  are  settled; 

•  Termination  docket  is  completed; 

•  Contract  audit  is  completed; 

•  Contractor's  closing  statement  is  completed; 

•  Contractor's  final  invoice  has  been  submitted; 

•  Contract  funds  review  is  completed  and  deobligation  of  any 
excess  funds  is  recommended. 

4.  Check  for  any  recent  modifications  to  the  contract  and 
ensure  they  are  incorporated  into  the  contract. 

5.  ACO  closes  the  administrative  contract  file  and  sends 
it  to  the  archives. 

6.  ACO  completes  the  DD  Form  1594  (Contract  Completion 
Statement)  and  sends  it  to  the  PCO  to  indicate  the  contract  is 
administratively  closed  out.  The  PCO  now  has  sixty  days  to 
complete  the  contract  closeout  process  or  seek  a  waiver  of 
this  time  constraint.  The  final  voucher  is  paid  or  money  is 
collected  on  the  contract. 
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7.  The  payment  office  and  the  PCO  close  out  their 
respective  contract  files  and  send  them  to  the  archives. 

Critical  items  were  identified  that  must  be  accomplished 
for  the  closeout  process  to  continue  and  items  were  identified 
that  take  a  long  period  of  time  to  complete. 

X,  Items  in  the  closeout  process  which  take  tbs  longest 
to  complete. 

Kesearch  identified  several  items  that  may  delay  the 
closeout  process  for  long  periods  of  tirae.  Of  the  items  that 
take  the  longest  to  complete,  the  DCAA  audit  was  mentioned 
most  often.  The  final  DCAA  audit  is  required  for  all 
contracts  and  with  the  low  priority  attached  by  DCAA  to 
closeout  actions,  any  final  audit  will  take  longer  to  complete 
than  actions  for  new  procurements.  The  DCAA  audit  of  final 
overhead  rates  for  cost  reimbursement  contra  .ts  is  even  more 
time  restrictive.  These  audits  cover  comprehensive  review  of 
the  contractor's  overhead  pools  and  can  be  very  time 
consuming.  This  year  DCAA  made  a  concerted  effort  to  complete 
all  overhead  rate  audits  for  fiscal  year  1989.  With  a  several 
year  wait  to  be  expected  for  this  audit  to  be  completed  this 
is  the  most  time  consuming  part  of  the  contract  closeout 
process.  After  the  DCAA  audit  is  completed  the  rates  must 
still  be  negotiated  with  the  contractor.  Current  regulations 
require  a  copy  of  the  post  negotiation  memorandum  to  be  sent 
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to  DCAA/  and  if  they  do  not  agree  with  the  final  settlement 
they  can  officially  question  the  results  and  the  closeout 
process  is  held  up  again  while  the  contracting  officer 
justifies  the  final  settlement. 

Payment  of  the  final  contractor  voucher  by  DFAS  has  been 
identified  as  a  factor  that  takes  a  longer  period  of  time  than 
would  be  expected.  High  turnover  of  personnel  and  shortages 
of  personnel  are  the  primary  causes  of  this  delay.  DFAS  has 
relatively  inexperienced  personnel  working  on  contract  final 
vouchers  (GS-3  to  GS-7  personnel) .  As  these  personnel  become 
more  experienced  with  the  process  and  more  familiar  with  the 
procedures,  they  are  transferred  to  higher  priority  projects. 
With  this  system  there  is  a  constant  turnover  of  personnel  in 
the  area  of  contract  closeouts.  This  is  yet  another  problem 
caused  by  the  low  priority  placed  on  the  contract  closeout 
process. 

Receipt  of  the  contractor  final  payment  voucher  is  more  of 
a  problem  when  the  contractor  owes  the  U.  S.  Government  money 
upon  completion  of  the  contract.  overpayment  of  progress 
payments,  reimbursement  from  engineering  change  proposals,  and 
reimbursements  from  value  engineering  proposals  can  all  result 
in  the  contractor  owing  the  U.  S.  Government  money  at  the  time 
of  contract  completion.  Contractors  have  little  incentive  to 
closeout  the  contract  if  this  will  result  in  them  paying  money 
back  to  the  U.  S.  Government,  so  the  final  voucher  and  the 
final  overhead  rates  are  slow  in  coming  from  the  contractor. 


Receipt  of  the  f.'.n?!  patent  report  is  a  process  that  can 
take  a  long  period  of  time,  but  it  is  a  process  that  can  be 
aided  by  proper  planning.  The  final  patent  report  must  be 
provided  in  any  contract  where  a  patent  has  been  applied  for 
in  the  course  of  the  contract.  Unfortunately,  this  report  is 
usually  not  requested  until  the  contract  is  physically 
complete  or  close  to  completion.  With  more  advanced  planning 
this  report  can  be  requested  several  months  in  advance  of  the 
closeout,  thus  eliminating  the  problem. 

Disposition  of  Government  Furnished  Property  (GFP)  is  a 
process  that  must  be  coordinated  between  the  contractor,  the 
CO  and  the  property  administrator.  The  contractor  has  little 
incentive  to  turn  over  U.  S.  Government  property  that  is 
useful  to  the  organization's  operations.  This  is  an  area 
where  the  CO  can  be  instrumental  in  shortening  the  process 
time  by  coordination  of  the  efforts  of  the  contractor  and  the 
property  administrator.  The  ACO  is  required  to  maintain  a 
list  of  all  GFP  that  is  in  use  by  the  contractor  for  any  given 
contract.  Providing  this  list  to  the  property  administrator 
in  advance  of  the  closeout  action  would  allow  the  property 
administrator  time  to  plan  for  the  disposition  of  the  property 
at  the  time  of  contract  closeout. 
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2.  Iteas  that  must  b*  aocomplishad  baforo  otbar  Itamai  can 
ba  star tad. 

Research  indicated  many  of  the  items  on  the  DD  Form 
1597  and  DD  Form  1593  can  be  tracked  simultaneously  for  a 
reduction  in  processing  time.  Certain  items ^  hovrever,  must  be 
completed  before  other  items  can  begin. 

a.  The  contract  must  be  physically  completed  before 
the  contract  closeout  process  can  be  started.  This  is  the 
official  beginning  of  the  closeout  process,  accordance  to  FAR 
4.804-1.  Lack  of  personnel  and  shortages  of  resources  prevent 
actions  from  being  accomplished  before  notice  of  physical 
completion  of  the  contract  is  given  to  the  contracting 
officer. 

b.  The  final  payment  voucher  must  be  received  from 
the  contractor.  Without  the  final  payment  voucher,  the  DCAA 
audit  and  the  final  payment  from  DFAS,  follow-on  closeout 
processes  cannot  be  started.  Without  the  DCAA  audit  the  final 
payment  process  at  DFAS  cannot  be  started.  Each  of  these 
processes  has  previously  been  identified  as  capable  of  taking 
a  long  period  of  time.  These  actions  are  not  under  the 
control  of  the  CO,  so  only  informal  actions  can  be  taken  to 
help  speed  up  the  process.  Some  of  these  actions  will  be 
explained  in  Chapter  V. 

c.  Each  of  the  items  listed  above  can  stall  the 
contract  closeout  process  if  not  accomplished  in  a  timely 
manner.  The  other  items  on  the  DD  Form  1597,  DD  Form  1594  and 
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DD  Form  1593  can  be  accomplished  simultaneously  and 
independently.  This  would  make  the  items  listed  in  sections 
a  and  b  above,  the  critical  items  of  the  closeout  process, 
even  though  the  other  items  on  the  forms  listed  above  roust 
also  be  accomplished. 

3.  Items  that  were  indicative  of  problems  with  the 
contract  closeout  process. 

Research  revealed  no  responses  that  were  overtly 
indicative  of  problems  in  the  process  itself,  but  from  other 
questions  in  this  study  and  past  research  in  this  area  several 
problems  were  identified  with  the  process. 

a.  Delays  caused  by  DCAA  were  due  to  shortage  of 
personnel,  rapid  turnover  of  personnel  and  heavy  workloads. 
DCAA  has  been  affected  by  the  downsizing  effort  along  with  the 
rest  of  the  U.  s.  Government.  The  workload  continues  to  be 
heavy  and  because  of  the  low  priority  assigned  to  closeout 
actions,  a  backlog  of  several  years  worth  of  audits  of 
overhead  rates  has  accumulated.  There  is  a  rapid  turnover  of 
personnel  assigned  to  closeout  actions  at  DCAA.  As  personnel 
gain  experience  with  DCAA  and  become  more  knowledgeable  with 
the  auditing  procedures,  they  are  assigned  to  higher  priority 
tasks.  With  a  few  years  of  experience  completed  these  U.  S. 
Government  auditors  apply  for  higher  paying  jobs  at  commercial 
firms  and  leave  DCAA.  This  relatively  high  turnover  of 
personnel  assigned  to  closeout  actions  ensures  a  continuous 
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flow  of  inexperienced  personnel  assigned  to  this  task.  This 
process  is  likely  to  continue  until  DCAA  assigns  a  higher 
priority  to  contract  closeout  actions  and  finds  other  ways  to 
retain  the  services  of  top  quality  personnel. 

b.  Personnel  are  assigned  to  payment  of  final 
vouchers  soon  after  they  arrive  at  DFAS.  As  these  personnel 
gain  more  familiarity  with  the  systems  at  DFAS  and  become  more 
experienced  in  their  jobs,  they  are  assigned  to  higher 
priority  tasks.  This  results  in  a  flow  of  inexperienced 
personnel  that  work  on  final  payment  actions.  Any  problems 
with  individual  actions  will  cause  the  final  payment  vouchers 
to  be  put  aside  for  further  review  and  reconciliation. 

c.  Contractors  who  owe  money  on  a  contract  have  no 
incentive  to  close  the  contract.  Contractors  can  delay 
submission  of  final  payment  vouchers  and  final  overhead  rates 
without  penalty.  The  contracting  officer  must  rake  an  active 
role  in  inducing  the  contractor  to  submit  final  payment 
vouchers  and  final  overhead  rates.  Actions  the  contracting 
officer  can  take  will  be  covered  in  the  next  chapter. 

d.  It  appears  to  be  inherent  in  the  process  that  when 
a  problem  arises  in  contract  closeout  that  action  is  put  aside 
in  favor  of  working  on  actions  that  can  be  completed  in  a  more 
expeditious  manner.  Communication  of  these  problems  between 
agencies  involved  in  the  closeout  process  is  poor.  When 
problems  arise  that  involve  more  than  one  U.  S.  Government 
agency,  the  agencies  tend  to  blame  each  other  for  the  problem 
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and  little  is  done  to  resolve  the  problem  itself.  Contracting 
organizations  tend  to  be  better  at  this  type  of  communications 
because  they  work  together  on  c  regular  basis,  but  the  problem 
still  exists  and  the  CO  must  coordinate  the  efforts  of  many 
U,  S.  Government  and  commercial  organizations  to  accomplish 
the  closoout  pi'ocess. 

Each  of  these  problems  requires  more  than  attention  to 
detail  in  the  administration  of  the  contract.  Each  problem 
requires  changes  tc  the  process  itst-lf  to  eliminate  the  delays 
caused . 

is,  THE  CONTRACT  CLOSEOUT  CHECKLIST 

It  was  the  intent  cf  this  research  study  to  identify  items 
on  this  checklist  that  could  be  eliminated  or  combined  with 
other  items  to  expedite  the  closeout  process.  Research 
conducted  indicates  this  is  not  a  feasiable  alter'  We.  When 
asked  which  items  on  the  CD  Form  1597  could  be  all 

personnel  interviewed  said  no  items  should  be 

These  were  not  the  results  expected  at  th  .ning  of 

this  research  project.  wWh  the  current  strong  trend  in  the 
use  of  Total  Quality  Management  (TQM)  techniques,  the  research 
was  expected  to  reveal  items  that  were  no  longer  used  in  the 
field  or  were  interferlnr;  with  the  closaot.r.  pro  .  For  this 
particular  checklist  this  is  not  thu  rise.  .Seven':.y-f ive 
;^«i.*c«nt  of  the  perso.mel  Interviewed  indicated  the  application 
of  TQM  techniquos  to  the  closeout  process,  but  with  little  or 
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no  improvement.  This  lack  of  improvement  was  attributed  to 
(1)  the  CO  had  little  or  no  control  over  many  of  the  steps  in 
the  closeov:t  process  and  (2)  laws  and  regulations  prevent  the 
elimination  of  steps  in  the  closeout  process.  No  changes  were 
indicated  for  the  Contract  Closeout  Checklist  and  no  changes 
are  likely  to  occur  until  the  FAR  4-804-5(3)  is  changed  or 
eliminated. 

F.  SUMMARY 

This  chapter  analyzed  the  information  presented  in 
Chapter  III.  Research  into  the  problems  with  the  contracting 
closeout  process  produced  many  expected  results  and  some 
unexpected  results.  Analysis  of  the  data  collected  has  shown 
many  problems  are  inherent  in  the  process  itself  and  are  not 
just  a  matter  of  poor  Implementation  of  the  procedures 
established  by  laws  and  regulations.  Chapter  V  will  present 
conclusions,  make  recommendations  for  improvement  of  the 
procedures,  provide  answers  to  the  research  questions  and  make 
recommendations  for  fuither  research. 
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V.  CONCLUSIONS  AND  RECOMMENDATIONS 


A.  INTRODUCTION 

There  is  no  single  U.  S.  Government-wide  or  DOD-wide 
procedure  for  closing  out  contracts.  Use  of  the  DD  Forms 
1593,  1594  and  1597  help  to  ensure  all  requirements  of  the  FAR 
and  DFARS  are  satisfied.  Most  of  the  problems  in  the  contract 
closeout  process  stem  from  the  low  priority  u.  s.  Government 
organizations  place  on  the  closeout  process.  Downsizing  in 
most  U.  S.  Governnent  organizations  will  result  in  fewer 
personnel  and  resources  to  dedicate  to  the  closeout  process 
and  greater  backlogs  of  work  in  this  area.  Understanding  of 
the  problems  in  the  contract  closeout  process  may  help  the 
contracting  officers  to  prevent  these  problems  and  avoid  them 
in  future  contract  closeout  actions. 

B.  CONCLUSIONS 

This  research  effort  has  led  to  several  conclusions  in 
regard  to  the  closeout  of  U.  S.  Government  contracts. 

Conclusion  1.  A  higher  priority  nust  be  pieced  on  the 
oloseozt  of  U.  S.  Oovernaent  contrects.  Many  of  the  problems 
seen  in  the  contruct  closeout  process  are  ^ust  symptoms  of  the 
nr  re  general  problem  that  management  places  a  low  priority  on 
the  closeout  of  c.'tntracts.  Delays  within  DCAA,  DFAS  and  many 
ccntract  administr.  .Son  offlc«>s  are  a  result  of  contracting 
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personnel  delaying  action  on  contract  closeout  items  until 
after  actions  on  new  procurements  have  been  completed. 
Management  must  take  an  active  role  in  placing  a  higher 
priority  on  the  closeout  of  U.  S.  Government  contracts. 
Contract  specialists  and  procurement  clerks  will  not  spend  the 
necessary  time  on  the  contract  closeout  process  if  management 
continues  to  stress  only  actions  on  new  procurements. 
Unfortunately,  the  U.  S.  Government  procurement  process  is 
structured  so  that  a  very  close  eye  is  kept  on  new  procurement 
actions,  and  U.  S.  Government  procurement  supervisors  are 
judged  by  how  they  manage  these  new  procurements.  Once  the 
contract  has  been  awarded  these  supervisors  focus  on  the  next 
new  procurement  and  the  administration  function  is  passed  on 
to  another  organization.  Administration  contracting  offices 
focus  on  obtaining  the  desired  product  or  service  and 
supervisors  are  judged  on  how  they  manage  this  function.  Once 
the  final  product  or  service  has  been  delivered  the  contract 
is  shifted  to  the  lowest  priority  and  only  completed  when  all 
higher  priority  items  have  been  completed.  This  situation 
will  not  improve  until  management  places  a  higher  priority  on 
the  contract  closeout  process. 

Conolttsioti  2 .  AutoBStion  of  tbs  oontrsot  closeout  process 
and  distribution  of  a  unifora  closeout  process  is  needed. 

Automation  of  the  closeout  process  is  long  over  due.  An 
automated  system  would  allow  management  to  keep  a  closer  watch 
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on  the  progress  of  the  closeout  process.  The  contract 
specialists  and  procurement  clerks  would  have  more  incentive 
to  make  progress  if  they  knew  management  was  watching  their 
progress.  Unfortunately,  an  automated  system  is  only  as  good 
as  the  information  input  into  the  computers.  Automation  by 
itself  is  not  the  answer;  the  contract  specialists  and 
procurement  clerks  must  still  have  some  incentive  to  keep  the 
systems  up  to  date.  Management  must  still  provide  that 
incentive. 

Automated  systems  exist  in  many  contracting  offices.  Most 
of  these  are  stand  alone  systems  developed  for  the  command  at 
which  they  are  being  used.  This  works  well  for  the  office 
involved,  but  these  systems  will  not  be  compatible  with 
contractor  automated  systems  or  automated  systems  at  other 
U.  S.  Government  commands.  Information  is  not  easily 
transferred  from  one  system  to  another.  Systems  such  as  MOCAS 
are  a  step  in  the  right  direction.  MOCAS  is  used  at  all  DLA 
contracting  offices.  MOCAS  can  send  information  via  modem  to 
other  DLA  offices  and  DFAS.  A  uniform,  automated  contracting 
closeout  system  is  needed  to  serve  all  organizations  in  the 
U.  S.  Government. 

conoluaion  3.  More  training  in  the  contract  closeout 
process  is  needed*  Contract  specialists  have  learned  very 
basic  information  about  the  contract  closeout  process  from 
taking  basic  contracting  courses.  The  personnel  interviewed 
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for  this  research  gained  all  their  practical  knowledge 
regarding  contract  closeout  from  on-the-job  training.  This 
system  works  well  when  all  procedures  are  well  known  by  more 
experienced  personnel,  but  under  this  system  new  procedures 
are  slow  to  be  accepted  and  used.  Quick-closeout  procedures 
are  underutilized  by  most  contracting  offices  and  the  use  of 
bilateral  agreements  for  overhead  rates  is  almost  non¬ 
existent.  U.  S.  Government  contract  specialists  have  not  been 
taught  to  use  these  tools  and  the  procedures  are  not  well 
established  in  U.  S.  Government  contracting  offices,  so  there 
is  no  one  to  provide  on-the-job  training. 

Closing  out  U.  S.  Government  contracts  requires  very 
specialized  knowledge  of  closeout  procedures  and  the 
coordination  of  efforts  among  many  different  U.  S.  Government 
and  commercial  organizations.  Contract  specialists  require 
training  in  all  the  processes  involved  in  closing  out 
contracts  to  be  effective. 

Conclusion  4.  Communications  among  organizations  involved 
in  the  contract  closeout  process  is  poor.  Hostilities  have 
developed  over  many  years  between  DCAA  and  contracting 
organizations.  DCAA's  function  Is  to  identify  and  call 
attention  to  problem  areas.  Unfortunately,  U.  S.  Government 
organizations  are  structured  to  place  blame  when  problems  are 
found.  Since  DCAA  is  the  organization  that  finds  these 
problems,  an  adversarial  relationship  has  developed  between 
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DCAA  and  contracting  organizations.  This  adversarial 
relationship  has  caused  these  two  groups  to  communicate  with 
each  other  only  when  absolutely  necessary. 

A  similar  adversarial  relationship  can  develop  between  ACO 
and  PCO  offices.  PCOs  pass  the  administration  of  contracts  on 
to  ACOs  after  award  of  the  contract.  The  PCO  will  no  longer 
be  involved  with  that  contract  unless  some  controversy  arises. 
At  this  point  in  the  life  of  the  contract,  the  only  time  the 
ACO  and  the  PCO  communicate  on  specific  contracts  is  when 
there  are  problems  with  the  contract.  The  ACO  will  not  look 
forward  to  hearing  from  a  PCO  if  he  or  she  expects  to  be  given 
a  problem  to  solve,  and  therefore  additional  work  to  do. 
Delegations  of  authority  in  the  administration  of  contracts 
are  not  always  a  clear  cut  process.  The  ACO  may  pass  a 
problem  up  to  the  PCO  if  he  or  she  thinks  the  problem  is  not 
within  the  scope  of  his  or  her  authority.  This  problem  may  be 
in  one  of  the  areas  where  delegation  of  authority  is  not  clear 
and  a  controversy  may  arise.  The  ACO  and  the  PCO  each  think 
the  other  should  deal  with  the  problem.  These  are  just  two 
examples  of  how  an  adversarial  relationship  can  arise  between 
the  ACO  and  the  PCO. 

Adversarial  relationships  can  develop  between  DFAS  and 
DCAA  when  DFAS  challenges  amounts  in  DCAA  audits.  They  can 
develop  between  DFAS  and  ACOs  when  DFAS  refuses  to  pay  a 
voucher  until  the  ACO  provides  supporting  documentation.  They 
can  develop  between  DCAA  and  ACOs  when  DCAA  challenges  amounts 
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negotiated  by  the  AGO.  All  of  these  situations  lead  to  poor 
coininunication  between  the  organizations  involved. 

Conclusion  5.  The  Contract  Closeout  Cheokllst  (DD  Form 
1597)  should  not  be  revised  until  FAR  4.804-2  is  revised. 

Research  had  shown  that  the  DD  Form  1597  is  an  effective  tool 
in  the  management  of  contract  closeouts.  This  form  provides 
a  convenient  checklist  for  actions  required  to  be  accomplished 
in  the  closeout  of  contracts  by  FAR  4.804-2.  DFARS  204.804- 
2(1) (ii)  suggests  its  use,  but  does  not  require  it.  All  items 
on  the  checklist  are  required  by  regulation,  so  no  items  can 
be  eliminated  until  the  regulations  are  revised. 

Conclusion  6.  The  use  of  inexperienced  personnel  to 
perform  tasks  in  the  contract  closeout  process  slows  the 
process  and  causes  delays  in  other  organisations.  This 
conclusion  applies  specifically  to  support  organizations  in 
the  contracting  system.  DCAA  and  DFAS  use  inexperienced 
personnel  to  perform  contract  closeout  actions  and  then 
transfer  them  to  higher  priority  tasks  as  they  gain  more 
experience  in  contracting  and  auditing  procedures.  Using  more 
experienced  personnel  or  assigning  personnel  to  auditing 
closeout  actions  for  longer  time  periods  would  allow  those 
personnel  to  become  more  efficient  with  the  process  and  take 
less  time  to  complete  each  closeout  action.  With  a  longer 
period  of  time  to  learn  the  correct  actions  and  to  become  more 
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familiar  with  the  process,  even  less  experienced  personnel 
would  eventually  become  more  efficient  at  performing  the 
closeout  process 

Conclusion  7.  The  principles  of  Total  Quality  Management 
(TQM)  and  Continuous  Process  Improvement  (CPI)  can  be  applied 
to  the  contract  closeout  process  to  reduce  the  time  required 
to  close  out  contracts.  The  principles  of  TQM  have  been 
embraced  by  the  Department  of  Defense  and  most  COs  have  had 
some  training  in  the  basics  of  the  process.  Half  of  the  COs 
interviewed  for  this  research  had  attempted  to  apply  TQM  to 
the  contracting  process  in  general  and  to  the  closeout  process 
in  particular,  with  some  success.  The  principles  of  CPI  were 
not  as  well  known  or  understood.  CPI  has  made  the  most 
dramatic  improvements  when  applied  to  processes  that  are 
repetitive  and  somewhat  uniform,  but  the  principles  apply 
equally  to  less  uniform  systems  such  as  the  contract  closeout 
process.  CPI  procedures  identify  the  process  and  then 
problems  in  the  process.  These  problems  in  the  process  are 
studied  and  eliminated  so  that  the  process  takes  less  time  and 
functions  more  efficiently.  This  research  has  identified  many 
of  these  problems  in  the  contract  closeout  process  and  will 
make  recommendations  for  reducing  these  variations  in  the  next 
sect  .Ion. 
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C.  RECOMMENDATIONS 

As  a  result  of  the  conclusions,  the  following 
recommendations  are  made. 

Recommendation  1.  Znorease  the  priority  placed  on  the 
closeout  of  U.  8.  Government  contracts.  The  closeout  of 
contracts  is  given  a  low  priority  in  contracting  offices  that 
perform  the  closeout  function  and  in  offices  that  support  the 
contracting  process.  This  low  priority  causes  delays  in  the 
closeout  of  contracts  and  ties  up  millions  of  procurement 
dollars  that  could  be  spent  on  other  vital  military  equipment. 
Management  personnel  must  stress  the  importance  of  closing  out 
contracts  in  a  timely  manner  so  that  these  procurement  dollars 
can  be  deobligated  and  used  for  other  purposes.  This  can  be 
accomplished  through  training,  by  putting  contract  closeout 
actions  on  weekly  and  monthly  review  lists,  or  by  maintaining 
up-to-date  contract  status  lists  on  automated  systems  for 
review  by  management.  The  technology  is  available  to  maintain 
current  status  on  all  active  contracts  within  a  given  office. 
It  is  time  for  management  to  use  this  technology  to  follow 
their  contracts  through  the  whole  contract  life  cycle, 
including  contract  closeout. 

RseoBBiendatioii  2.  Develop  an  automated  system  for  the 
administration  of  U.  8.  Government  contracts,  including  a 
uniform  process  for  closing  out  thoss  contracts.  Automated 
sysnems  for  the  establishment  and  the  management  of  U.  S. 
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Government  contracts  are  plentiful.  Unfortunately,  a  single 
system  has  not  been  established  that  can  interface  with  all  of 
these  other  systems.  A  single,  U.  S.  Government -wide  system 
of  contract  establishment  and  management  is  needed  to  allow 
contracting  organizations  to  more  effectively  communicate  with 
each  other.  This  single  system  would  save  the  U.  S. 
Government  money  by  using  a  standardized  system  and  it  would 
save  the  contractors  money  since  they  would  only  be  required 
to  maintain  a  single  system  to  communicate  with  U.  S. 
Government  contracting  organizations.  A  single  system  would 
also  significantly  reduce  training  costs  and  the  time  required 
for  individuals  that  transfer  from  one  organization  to  another 
to  become  familiar  with  the  system  at  the  new  office.  There 
may  be  some  drawbacks  to  a  single  system,  such  as  a  loss  of 
flexibility  of  the  system,  or  the  applicability  of  the  system 
to  the  individual  office,  but  it  would  seem  advantages 
outweigh  the  disadvantages. 

Recommendation  3.  Develop  a  training  program  for  the 
contract  closeout  process  or  cover  the  process  in  more  detail 
in  contract  administration  training  courses.  The  training 
received  by  contracting  personnel  does  not  adequately  prepare 
them  to  close  out  U.  S.  Government  contracts.  The  contract 
closeout  process  is  presented  briefly  in  contract 
administration  courses  provided  to  the  majority  of  U.  s. 
Government  contracting  personnel.  However,  this  training  does 
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not  prepare  contracting  personnel  for  the  major  effort  of 
coordinating  the  actions  of  several  U.  S.  Government  and 
commercial  organizations,  and  collecting  the  documentation 
required  to  close  out  a  U.  S.  Government  contract.  A  specific 
course  is  needed  that  covers  all  of  these  specific  actions  or 
at  the  very  least  much  more  detailed  instruction  must  be  given 
in  existing  contract  administration  courses. 

Recommendation  4.  Improve  communioations  between  U.  8. 
Government  organizations  and  between  U.  s.  Government  and 
commercial  organizations  involved  in  the  contract  closeout 
process.  Improvement  in  communication  between  organizations 
involved  in  the  contracting  process  can  reduce  the  time 
required  to  close  out  contracts.  increased  communications 
will  lead  to  fewer  misunderstandings  and  this  will  result  in 
fewer  problems.  Some  contracting  organizations  do  not  work 
well  together  because  of  inherent  problems  in  the  system,  as 
explained  in  the  conclusions  section.  Poor  communications 
leads  to  contracts  being  put  aside  when  problems  arise.  This 
causes  delays  and  even  more  problems  later  on  in  the  process. 
When  contracting  organizations  talk  to  each  other,  problems 
are  resolved  and  progress  is  made  toward  completion  of  the 
contract. 

Recommendation  5.  Use  more  experienced  personnel  in 
performing  contract  closeout  actions.  Support  offices  that 
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audit  and  others  that  pay  on  U.  s.  Government  contracts  could 
decrease  the  time  required  to  process  contract  closeout 
actions  by  using  more  experienced  personnel  to  perform  these 
closeout  actions.  Use  of  inexperienced  personnel,  and  then 
transferring  these  personnel  to  other  functions,  once  they 
have  gained  experience  with  the  closeout  process,  adds  to  the 
time  required  to  closeout  U.  S.  Government  contracts.  These 
personnel  are  not  allowed  to  use  the  expertise  they  have 
gained,  because  they  are  transferred  just  when  they  become 
comfortable  with  the  process.  The  system  just  described  is 
inefficient  and  ineffective  in  decreasing  the  backlog  of 
closeout  actions  that  are  developing  at  these  organizations. 
Using  more  experienced  personnel  to  process  closeout  actions 
will  increase  the  efficiency  of  the  process.  Leaving  less 
experienced  personnel  in  the  job  for  longer  periods  of  time 
allows  them  to  use  the  expertise  they  have  gained  in  learning 
the  process,  allowing  them  to  become  more  efficient. 

Reeomnendation  «.  Apply  CPI  procedures  to  reduce  the  time 
required  to  close  out  U.  S.  Goverxunent  contracts.  The 
continuous  improvement  process  identifies  problems  in 
processes  and  then  works  to  eliminate  those  problems  so  that 
the  process  works  more  efficiently.  The  contract  closeout 
process  is  hampered  by  several  problems  that  delay  the  process 
for  long  periods  of  time.  Applying  the  continuous  improvement 
process  to  contract  closeout  can  reduce  the  time  required  to 
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closeout  u.  s.  Government  contracts  by  identifying  these 
problems  and  working  toward  reducing  delays  caused  by  these 
problems.  Solutions  given  in  the  recommendations  of  this 
chapter  could  be  used  as  the  first  stage  of  this  continuous 
improvement  process.  After  these  recommendations  have  been 
applied/  the  process  would  be  reassessed  for  other  problems 
and  then  additional  recommendations  would  be  made  for  further 
improvement  of  the  process.  The  continuing  process  of 
identifying  problems  and  applying  procedures  to  eliminate 
those  problems  is  a  large  part  of  continuous  process 
improvement . 

D.  REVIEW  OF  RESEARCH  QUESTIONS 

Five  subsidiary  questions  were  posed  to  more  clearly 
define  the  answer  to  the  primary  question.  Responses  will  now 
be  presented  to  the  secondary  questions  first  and  then  the 
primary  question. 

Secondary  Question  1.  What  are  the  critical  factors  in  the 
contract  closeout  process?  Current  contract  closeout 
procedures  were  described  in  Chapter  II.  Research  and 
personal  interviews  identified  the  following  critical  steps  in 
this  process:  (1)  auditing  final  overhead  rates  by  DCAA,  (2) 
obtaining  the  final  payment  voucher  from  the  contractor,  (3) 
DFAS  payment  of  the  final  voucher,  and  (4)  physical  completion 
of  the  contract  by  the  contractor.  These  were  the  items  that 
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must  be  completed  before  other  items  could  be  started  and  in 
many  cases,  these  were  items  that  delayed  the  contract 
closeout  process  for  the  longest  periods  of  time. 

Secondary  Question  2.  What  is  the  oritloal  path  in  the 
oontraot  closeout  prooess?  Because  of  the  complexity  of  U.  S. 
Government  contracts  there  was  no  single  critical  path  in  the 
contract  closeout  process.  There  are  critical  items  that  must 
be  completed  before  others  can  be  started  and  there  are  some 
items  in  the  closeout  process  that  apply  to  all  contracts. 
There  are  many  items  in  the  closeout  process  that  can  be 
accomplished  concurrently,  but  there  are  also  some  items  that 
do  not  apply  to  all  contracts  but  must  still  be  part  of  the 
overall  closeout  process.  The  many  different  contract  types 
and  differing  procedures  required  to  process  each  of  them, 
require  each  contract  closeout  to  be  unique.  There  are, 
however,  the  following  common  steps  to  all  Government  contract 
closeouts;  (1)  physical  completion  of  the  contract,  (2) 
submission  of  the  final  payment  voucher  by  the  contractor,  (3) 
audit  of  the  final  payment  voucher  by  DCAA,  and  (4)  payment  of 
the  final  voucher  by  DFAS  or  collection  of  the  final  amount 
owed  on  the  contract  by  the  contractor.  '  These  actions  occur 
in  all  U.  S.  Government  contract  closeouts. 
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eacondary  Question  3.  What  steps  can  x<e  consolidated  or 
eliminated  in  the  contract  closeout  process  by  applying  CPI? 

Research  indicates  no  steps  in  the  basic  contrac*:  closeout 
process,  as  outlined  in  Chapter  II,  can  be  eliminated.  The 
procedures  indentified  in  FAR  4.804  and  on  the  DD  Forms  15^3, 
1594  and  1597  are  mandated  by  law  and  regulation.  These  steps 
must  remain  in  effect  until  the  laws  and  regulations  are 
revised.  Many  of  these  steps  can  be  accomplished 
concurrently.  The  critical  steps  outlined  above  must  be 
accomplished  in  a  certain  order,  but  there  are  many  other 
steps  that  can  be  accomplished  simultaneously.  These  steps 
are  outlined  in  FAR  4.804-2  and  on  the  DD  Form  1597, 

Secondary  Question  4.  what  are  the  principal  problems  in  the 
closeout  process  and  what  steps  can  be  taken  to  eliminate 
these  problems?  Research  indicated  the  following  principal 
problems  in  the  contract  closeout  process;  (1)  delays  in 
obtaining  DCAA  audits,  (2)  delays  in  the  negotiation  of 
contractor  overhead  rates,  (3)  delays  in  obtaining  the 
contractor's  final  voucher,  (4)  disposition  of  GFP,  (5)  delay 
in  the  receipt  of  the  final  patent  report,  (6)  disposition  of 
classified  material,  and  (7)  delays  in  the  payment  of  the 
final  contractor  voucher.  Many  ot  these  delays  \7ere  symptoms 
of  the  under  .lying  problem  of.  the  low  priority  the 
organisations  involved  placed  on  the  contr-act  closeout 
process.  A  fundamental  change  .tiust  take  place  in  the  way 
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management  personnel  prioritize  the  work  they  supervise. 
Closing  out  u.  S.  Government  contracts  is  part  of  the 
acquisition  cycle  and  can  not  continue  to  be  brushed  aside 
when  higher  priority  work  is  received.  U.  S.  Government  funds 
tied  up  in  contracts  awaiting  closeout  are  in  the  millions  of 
dollars. 

Some  of  these  problems  in  the  process  can  be  eliminated  by 
placing  a  higher  priority  on  the  closeout  process,  by 
assigning  additional  personnel  to  the  closeout  process,  by 
improving  communication  between  contracting  organizations,  by 
using  gulck^closeout  procedures  and  bilateral  agreements  to 
avoid  the  long  wait  for  audits  of  final  overhead  rates,  by 
increasing  the  amount  of  training  on  the  contract  closeout 
process,  and  by  automating  the  entire  contract  administration 
ptocess,  and  the  closeout  process  in  particular,  with  a 
uniform  automated  system. 

Secondary  Question  5.  what  steps  vou.;.>  ba  part  of  a  model  of 
the  contract  closeout  process?  The  contract  closeout  process 
begins  when  the  contract  is  physically  completed.  When  the 
administration  contracting  organization  receives  word  the 
contract  is  physically  complete,  the  AGO  completes  the  Interim 
Contract  Completion  Statement  (DD  Form  and  forwards  It 
to  the  PCO.  The  ACO  then  completes  all  it  listed  in  FAR 
4.804-?.  (which  are  the  same  items  on  DD  Form  1597)  and  routes 
the  Contract  Administration  Completion  Record  (DD  Form  1593) 
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to  the  Plant  Clearance  Officer  and  the  Property  Administrator 
for  signature.  When  all  of  the  actions  on  these  forms  are 
complete,  the  ACO  completes  the  Contract  Completion  Statement 
(DD  Form  1594)  and  forwards  it  to  the  PCO  to  indicate  that  the 
contract  is  administratively  closed  out.  The  PCO  has  sixty 
days  from  the  date  on  the  DD  Form  1594  to  complete  the 
contract  closeout  process.  The  payment  office  sends  their 
contract  files  to  the  archives,  the  contract  administrator 
sends  their  files  to  the  archives  and  the  procuring  office 
sends  their  files  to  the  archives,  as  each  of  these 
organizations  complete  their  part  of  the  closeout  process. 
The  PCO  verifies  that  all  actions  required  by  the  FAR  and  the 
DFAR  have  been  completed  and  then  officially  closes  out  the 
contract . 

Frinary  Question t  How  might  the  contract  closeout  process 
within  the  Department  of  Defense  be  streamlined  and  what  would 
a  model  of  the  process  look  like?  The  contract  closeout 
process  has  been  described  in  Chapter  11  and  in  Secondary 
Question  five  above.  Streamlining  the  process  would  not 
involve  eliminating  steps  in  the  process.  The  steps  involved 
in  the  process,  as  identified  in  this  research  study,  have 
been  mandated  to  be  included  by  laws  and  regulations. 
Streamlining  can  be  accomplished  by  identifying  the  factors  in 
the  process  that  delay  the  process  for  long  periods  of  time, 
and  by  reducing  the  time  to  accomplish  these  factors. 
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Factors  that  take  long  periods  of  time  to  accomplish  have 
been  identified  in  Chapter  III.  The  first  step  in  reducing 
the  time  required  to  accomplish  these  factors  must  be  to 
convince  management  to  place  a  higher  priority  on  the  actions 
required  to  closeout  U.  S.  Government  contracts.  This  does 
not  mean  that  closeout  actions  should  be  considered  the 
highest  priority,  but  it  does  mean  that  closeout  actions 
should  not  be  the  lowest  priority  in  the  administration  of 
Government  contracts.  The  close  out  of  physically  completed 
contracts  is  an  important  part  of  the  administration  of  the 
contract.  As  part  of  the  closeout  process  all  funds  remaining 
on  the  contract  are  deobligated  and  returned  to  the  command 
for  use  in  other  procurements.  Funds  that  remain  on 
physically  completed  contracts  that  have  yet  to  be  closed  out 
run  into  the  millions  of  dollars.  Others  actions  to  reduce 
the  time  to  complete  the  critical  factors  are  outlined  in  the 
recommendations  in  this  chapter. 

The  contract  closeout  process  can  be  effectively 
streamlined  by  using  the  principles  of  continuous  process 
improvement.  This  process  is  explained  in  Chapter  II  and  in 
Recomimerdation  Six.  As  the  name  implies,  it  is  a  continuous 
process  of  improvement  that  will  continue  to  improve  the 
closeout  process  over  time. 
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E.  MIEA8  FOR  FURTHER  RESEARCH 

AS  a  result  of  analysis  of  the  factors  that  delay  the 
closeout  process  it  was  determined  that  the  low  priority 
contracting  management  personnel  place  on  the  closeout  process 
is  an  underlying  factor  that  causes  many  of  the  delays.  An 
investigation  is  warranted  into  ways  of  increasing  this 
priority  with  management. 

Delays  in  the  closeout  process  caused  by  waiting  for  DCAA 
to  complete  their  audit  of  contractor  overhead  rates  are 
substantial.  Research  should  be  conducted  into  actions 
contracting  officers  can  take,  when  writing  the  contracts  and 
in  the  normal  administration  of  these  contracts,  to  aid  DCAA 
in  reducing  this  audit  time.  This  may  involve  clauses  written 
into  the  contract  or  actions  in  the  administration  of  the 
contracts . 

Communication  among  organizations  involved  in  contracting 
and  procurement  are  poor.  As  a  final  area  for  further 
research,  investigations  should  be  conducted  into  methods  of 
improving  communications  among  contracting  organizations. 
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THE  CONTRACT  CLOSEOUT  PROCESS 


A.  DEFINITIONS 

The  following  are  definitions  for  terns  used  in  discussion 
of  the  contract  closeout  process  and  the  Continuous  Process 
Inprovenent  Method: 

1.  ADMINISTRATIVE  CONTRACTING  OFFICER  (ACO) 

A  Contracting  Officer  (CO)  who  is  adninistering 
contracts.  (FAR  2.101)  ,  (Formal  ACO  designations  are  not  made 
by  all  agencies.)  An  ACO  does  most  of  his  or  her  wor)c  after 
the  Procuring  Contracting  Officer  (PCO)  has  awarded  the 
contract  but  generally  does  not  have  the  authority  to  enter 
into  modifications.  An  ACO  functions  at  and  through  a 
contract  administration  office  and  performs  contract 
administration  functions  involving^  among  other  things, 
contractors '  employee  compensation  structures  and  insurance 
plans,  .,ost-award  orientations,  forward  pricing  rate 
agreements,  advance  agreements,  allowable  costs,  disputes, 
cost  Accounting  Standards  (CAS) ,  progress  payments,  cost 
overruns,  modifications,  traffic  management,  tax  exemption  and 
duty-free  entry  certificates,  labor  relations,  quality 
assurance,  safety  requirements,  property  administration, 
engineering  surveillance,  acceptance  and  rejection  of  waivers 
and  deviations,  value  engineering  programs,  contractor 
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purchasing  system  review,  consent  to  subcontracts,  and 
monitoring  of  small  business  subcontracting  plan  compliance. 
(FAR  42.302)  [Ref.  2:  p.  11]. 

2 .  ACQUISITION  STREAMLINING 

Effort  of  a  procuring  agency  that  results  in  more 
efficient  and  more  effective  use  of  resources  to  design, 
develop,  produce,  or  deploy  quality  systems  (FAR  7.101).  The 
objective  of  acquisition  streamlining  is  to  reduce  the  time 
and  cost  required  for  acquiring  systems  and  to  improve  the 
quality  of  those  systems  by  ensuring  that  solicitations  and 
contracts  contain  only  those  necessary  specifications, 
standards,  and  related  documents  that  have  been  tailored  for 
application  at  the  most  appropriate  time  in  the  acquisition 
cycle  (FAR  10.002). 

3 .  CLAIM 

A  written  demand  or  assertion  by  one  of  the 
contracting  parties  seeking,  as  a  matter  of  right,  the  payment 
of  money,  the  adjustment  or  interpretation  of  contract  terms, 
or  other  relief  arising  under,  or  relating  to,  the  contract 
(FAR  33.201).  A  claim  arising  under  a  contract  is  a  claim 
that  can  be  resolved  under  a  contract  clause  providing  for 
relief  sought  by  the  claimant;  a  claim  relating  to  a  contract 
is  one  for  which  no  specific  contract  clause  provides  such 
relief.  However,  a  written  demand  or  assertion  by  the 
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contractor  seeking  the  payment  of  money  exceeding  $50,000  is 
subject  to  the  Certification  of  Claim  requirement  of  the 
Contract  Disputes  Act  (CDA)  of  1978  and  FAR  33.207.  A 
voucher,  invoice,  or  other  routine  request  for  payment  that  is 
not  in  dispute  when  submitted  is  not  a  claim[Ref.  2:p.  72]. 

4.  CLAIMS  COURT  (CL.  Ct.) 

A  court  of  the  United  States  established  especially  to 
hear  and  decide  legal  claims  against  the  U.  S.  Government. 
Its  basic  jurisdiction  is  conferred  by  28  U.S.C.  1491,  but  it 
has  a  variety  of  additional  jurisdictional  statutes.  Under 
the  Contract  Disputes  Act  (CDA)  of  1978,  41  U.S.C.  601-613,  as 
amended,  this  court  shares  concurrent  jurisdiction  with  the 
Boards  of  Contract  Appeals  (BCAs)  over  U.  S,  Government 
contract  disputes  (each  contractor  appealing  a  Decision  of  the 
Contracting  Officer  must  elect  either  the  agency  BCA  or  the 
Claims  Court) .  The  other  jurisdiction  of  the  Claims  Court 
most  relevant  to  Government  procurement  concerns  protests 
(preaward  only),  28  U.S.C.  1491(a)(3),  disputes  concerning 
fraud  or  forfeiture,  41  U.S.C.  604  and  28  U.S.C.  1491,  and 
patent  and  copyright  disputes,  28  U.S.C.  1498.  The  Federal 
Courts  Improvement  Act  of  1982  created  the  claims  Court  from 
the  Trial  Division  of  the  Court  of  Claims[Ref.  2;p.  73]. 
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5 .  CL08E0QT 


The  process  of  settling  all  outstanding  contractual 
issues  to  ensure  that  each  party  has  net  all  of  its 
obligations,  and  documenting  the  contract  file  accordingly. 
The  primary  objectives  of  contract  closeout  are:  (1)  to 
identify  and  resolve,  before  memories  fade,  any  uncompleted 
obligations  or  pending  liabilities  on  the  part  of  either  the 
U.  S.  Government  or  the  contractor  and  (2)  to  ensure  that 
contract-related  decisions  and  actions  have  been  properly 
documented.  FAR  4.804  provides  instructions  for  the  closeout 
of  contract  files. 

6.  CONTRACTIMQ  OFFICER  (CO) 

An  employee  of  the  U.  S.  Government  with  the  authority 
to  legally  bind  the  U.  s.  Government  by  signing  a  contractual 
instrument.  FAR  2.101  defines  a  CO  as  a  person  with  the 
authority  to  enter  into,  administer,  and/or  terminate 
contracts  and  make  related  Determinations  and  Findings  (D&Fs)  . 
It  then  states:  "The  term  includes  certain  Authorized 
Representatives  of  the  contracting  officer  acting  within  the 
limits  of  their  authority  as  delegated  by  the  contracting 
officer."  There  are  three  types  of  COs,  each  with  different 
responsibilities  in  contract  procurement,  management,  and 
execution.  A  purchasing  or  Procuring  Contracting  Officer 
(PCO)  has  authority  to  enter  into  a  contract,  an 
Administrative  Contracting  Officer  (ACO)  administers  the 
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perfonnanc«  of  the  contract,  and  a  Termination  Contracting 
Officer  (TCO)  is  responsible  for  contract  termination.  Each 
must  make  determinations  and  findings  related  to  his  or  her 
area  of  contract  management  (FAR  1.602-1).  COs  are 
responsible  for  ensuring  performance  of  all  necessary  actions 
for  effective  contracting,  ensuring  compliance  with  the  terms 
of  the  contract,  and  safeguarding  the  interest  of  the  U.  S. 
Government  in  its  contractual  relationships  (FAR  1.602.2).  COs 
are  appointed  in  writing,  on  a  standard  Form  1402,  Certificate 
of  Appointment  (or  WARRANT)  (FAR  53.301-1402).  In  selecting 
COs,  the  appointing  official  must  consider  the  complexity  and 
dollar  value  of  the  acquisitions  to  be  assigned  and  the 
candidates'  training,  education,  business  acumen,  judgment, 
character  and  reputation  (FAR  1.603-2). 


7 ,  CONTRACTOR 

Usually  used  to  denote  a  party  that  enters  into  a 
contract  with  the  U.  S.  Go'^ernment.  However,  the  term  may  be 
applied  to  any  individual  or  other  legal  entity  that  directly 
or  indirectly  submits  offers  for  or  receives  a  Government 
contract,  that  may  reasonably  be  expected  to  submit  offers  for 
or  receive  a  Government  contract,  or  that  conducts  business 
(or  may  reasonably  be  expected  to  conduct  business)  with  the 
U.  S.  Government  as  an  agent  or  representative  of  another 
contractor  (FAR  9.403).  With  regard  to  subcontracting, 
"contractor"  (i.e.,  prime  contractor)  means  the  total 
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contractor  organization  or  separate  entity  of  it  (such  as  an 
affiliate,  division,  or  plant)  that  performs  its  own 
purchasing  (FAR  44.101).  Both  the  prime  contractor  and  any 
subcontractor  are  defined  as  contractors  for  the  purposes  of 
equal  employment  opportunity  (FAR  22.801)  and  Service  Contract 
Act  (FAR  22.  1001)  compliance.  [Ref.  2:p.  98] 

8.  CONTRACT  SPECIALIST 

An  employee  of  a  contracting  activity  in  the  GS-1102 
personnel  series.  This  series  also  includes  procurement 
analysts,  contract  negotiators,  cost/price  analysts,  and 
contract  administrators.  This  series  of  employees  forms  the 
pool  that  is  the  main  source  of  contracting  officers. 

9 .  PACKARD  COMMISSION 

The  popular  name  of  the  President's  Blue  Ribbon 
Commission  on  Defense  Management,  which  published  its  final 
report,  A  Quest  for  Excellence,  in  June  1986.  Chaired  by 
David  Packard,  the  Commission  made  a  numbiar  of  significant 
recommendations  on  reorganizing  the  Joint  Chiefs  of  Staff,  the 
defense  command  structure,  and  the  defense  acquisition 
process,  including  creating  the  position  of  Under  Secretary  of 
Defense  for  Acquisition.  The  Commission's  Acquisition  Task 
Force  suggested  (1)  streamlining  acquisition  organization  and 
procedures,  (2)  using  technology  to  reduce  costs,  (3) 
balancing  cost  and  performance,  (4)  stabilizing  programs,  (5) 
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expanding  the  use  of  commercial  products,  and  (6)  enhancing 
the  quality  of  acquisition  personnel.  The  Commission's 
preliminary  report  was  called,  A  Formula  for  Action;  A  Report 
to  the  President  on  Defense  Acquisition. 

10.  PROCURING  CONTRACTING  OFFICER  (PCO) 

A  Contracting  Officer  (CO)  in  the  U.  S.  Government's 
buying  office  who  enters  into  contracts  and  signs  them  on 
behalf  of  the  U.  S.  Government.  This  term  is  used  by  DoD  and 
other  major  agencies.  In  such  agencies,  after  contract 
execution,  an  Administrative  Contracting  Officer  (ACO) 
typically  assumes  responsibility  for  contract  administration. 
Generally,  a  PCO  is  responsible  for  creating  and  publicizing 
the  solicitation,  selecting  the  source,  negotiating  and 
executing  the  contract,  negotiating  and  executing  certain 
contract  modifications,  determining  whether  exceptions  to 
requirements  for  submission  of  certified  cost  or  pricing  data 
apply  and  settling  certain  defective  pricing  issues.  A  PCO 
will  not  normally  be  involved  in  a  contract  termination 
(usually  handled  by  a  TCO) .  In  many  agencies,  particularly 
those  with  decentralized  contracting  offices,  all  of  the 
contracting  officer  functions  are  handled  by  the  same  person. 
[Ref.  2;p.  310] 
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11.  PROPERTY  ADMINISTRATOR 

An  authorized  representative  of  the  Contracting 
Officer  (CO)  assigned  to  administer  contract  requirements  and 
obligations  relating  to  Government  property  (FAR  45,501). 

B.  FILES  AND  FORMS  USED  IN  THE  CONTRACT  CLOSEOUT  PROCESS 

This  section  will  discuss  the  people  and  the  various  files 
involved  in  the  process  and  the  part  they  play.  Personnel 
involved  in  the  contract  closeout  process  include: 

1.  CONTRACT  FILE  -  "Contract  Files"  are  discussed  in  FAR 
4.8.  The  purpose  of  files  is  to  retain  information  that  is  to 
"be  sufficient  to  constitute  a  complete  history  of  the 
transaction  for  the  purpose  of  - 

•  Providing  a  complete  background  as  a  basis  for  informed 
decisions  at  each  step  in  the  acquisition  process; 

•  Support  actions  taken. 

•  Provide  information  for  reviews  and  investigations, 

•  Furnishing  essential  facts  in  the  event  of  litigation," 

But  there  are  a  lot  of  different  or  specialized  contract 
files.  The  FAR  provides  for  three  broad  categories  of 
contract  files.  They  include: 

•  A  file  for  canceled  solicitations. 

•  A  file  for  each  contract. 

•  A  file  such  as  a  contractor  ganeral  file  [Ref.  1:4.801]. 
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The  file  for  each  contract  is  further  broken  down  into: 

•  Contracting  (Buying)  Office  Contract  File. 

•  Contract  Administration  Office  (CAO)  Contract  File. 

•  Paying  (Finance)  Office  Contract  File  [Ref.  1:4.802]. 

Each  of  these  files  is  defined  later  in  this  section/  but  most 
personnel  should  be  familiar  with  these  terms.  The  file  for 
canceled  solicitations  and  contractor  general  files  are  not 
usually  brolcen  down  any  further.  Please  note  that  the  first 
broad  category  is  for  canceled  solicitations  therefore  no 
contract  file  will  result.  Information  from  successful 
solicitations  is  handled  in  different  ways.  Usually  the 
successful  proposals  arc  in  the  contract  file/  unsuccessful 
proposals  are  either: 

•  Filed  separately  and  cross  referenced  to  the  contract 
awarded. 

•  If  not  voluminous  they  may  be  filed  in  with  the  resulting 
contract  file. 

The  filing  of  unsuccessful  proposals  separately  speeds  up  the 
process  of  their  destruction  by  up  to  five  years  (FAR  4.805) 
and  reduces  the  Government's  costs  for  storage. 

So  we  see  that  the  term  "contract  files"  is  very  broad  in 
scope  as  used  in  the  FAR  and  it  encompasses  more  than  the 
files  for  each  contract  awarded.  Canceled  solicitation  files 
and  contractor  general  files  are  also  defined  in  FAR  4.8  as 
"contract  files." 
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2.  rZLE  FOR  CANCELED  SOLICITATIONS  -  Just  like  the  nane 
says  these  are  buying  office  files  where  an  award  was  not  made 
on  the  basis  of  the  solicitation,  and  resulting  proposals,  in 
the  file.  Please  note  that  often  solicitations  are  canceled, 
then  modified  and  reissued.  If  this  is  the  case,  you  may  want 
to  cross-reference  (DD  Form  1592)  this  file  to  the  successful 
award  file  of  the  follow-on  solicitation.  These  "contract 
files"  are  not  closed  like  buying  office  or  administrative 
office  files  for  successful  contract  awards.  They  are  also 
retained  for  a  shorter  period  of  time;  FAR  4.805  states  the 
retention  period  is  "five  years  after  cancellation." 

3*  CONTRACTOR  GENERAL  FILES  -  This  file  consists  of 
correspondence,  reports,  and  other  documents  relating  not  to 
a  specific  contract  but  to  several  contracts  or  to  the 
contractor  generally  (e.g.,  concerning  any  general  aspect  of 
his  capabilities,  performance,  procedures,  or  operations) . 
The  buying  and/or  administrative  offices  may  have  contractor 
general  files.  This  file  would  include,  as  applicable; 
pre-award  surveys,  reports,  correspondence,  and  other  records 
documenting  the  contractor's  capabilities,  past  performance, 
accounting  system,  pricing  method,  quality  assurance 
procedures,  labor  policies,  insurance  programs,  equal 
opportunity  and  comparable  policies,  programs  and  systems  that 
serve  as  a  general  source  of  information  on  a  contractor's 
current  and  future  capability  or  responsibility. 
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These  files  are  retained,  per  FAR  4.805,  “until  superseded 
or  obsolete,"  but  should  be  reviewed  yearly.  These  files  are 
not  “closed"  unless  a  company  goes  out  of  business  and  then  it 
would  be  the  CD's  judgemnt  as  to  whether  to  retain  or  dispose 
of  the  file.  For  larger  contractors  who  do  business  with  the 
Government  on  a  continuing  basis  the  file  may  stay  open 
forever  with  the  materials  being  updated  on  a  yearly  basis. 
Adding  new  information  and  disposing  of  old  or  outdated 
information. 

4 .  CONTRACTING  OFFICE  CONTRACT  FILE  -  Per  FAR 
4.802(a)(1):  "The  contracting  office  contract  file,  which 
shall  document  the  basis  for  the  acquisition  and  the  award, 
the  assignment  of  contract  administration  (including  payment 
responsibilities) ,  and  any  subsequent  action  taken  by  the 
contracting  office."  The  FAR  also  prescribes  in  detail  the 
contents  for  the  "contracting  office  contract  file"  in  FAR 
4.803(a)(1),  through  (41).  Remember  that  a  "contracting 
office  contract  file"  may  also  include  the  items  listed  in  FAR 
4.803(b)  (1)  through  20  "contract  administration  office 

contract  file"  and  4.803(c)(1)  through  (4)  "Paying  office 
contract  file."  This  would  occur  where  the  buying  office  does 
not  delegate  and  has  its  own  internal  finance  office.  But 
even  if  the  buying  office  doesn't  pay  the  contract  they  often 
administer  the  contract.  While  doing  this  the  CO  wears  "two 
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hats”  the  PCO  and  AGO  and  must  cover  all  67  items  In  FAR 
4.803(a)  &  (b)  as  applicable. 

mien  the  contracting  (buying)  office  delegates 
administration  to  the  Defense  Logistics  Agency  (DLA)  or 
another  agency  for  contract  administration  it  sets  up  the 
creation  of  two  sets  of  files  on  the  same  contract/  not 
including  the  paying  office  file  (and  the  contractor  file) . 
The  closing  of  contracting  (buying)  office  and  administration 
office  contract  files  are  linked  together  whereas  the  paying 
office  file  closes  independently  of  other  files. 

5.  CONTRACT  ADMINISTRATION  OFFICE  FILE  -  Per  FAR 
4.802(a)(2);  "The  contract  administration  office  contract 
file,  which  shall  document  the  basis  for  and  the  performance 
of  contract  administration  responsibilities.”  In  FAR  4.803(b) 
and  DFARS  204.803(b)  the  specific  items  to  be  included  in  the 
contract  administration  office  file  are  set  forth.  Basically 
it's  the  file  maintained  by  the  Contract  Administration  Office 
(CAO)  for  use  in  administering  the  contract.  But  remember 
that  during  contract  performance  many  official  records  may  not 
be  in  the  ACO's  file  such  as;  property,  quality  assurance, 
production,  engineering,  and  purchasing  system  information. 
These  may  still  be  part  of  the  "official”  contract  file  if 
required  by  regulation.  It  is  at  closeout  that  these  files 
may  be  put  together  for  the  first  time.  The  closing  of  the 
buying  and  administrative  contract  files  are  linked  together 
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by  one  form;  the  DD  1594  "Contract  Completion  Statement." 
This  form  will  be  discussed  in  detail  later  but  it  should  be 
noted  that  although  the  buying  and  administrative  files  are 
closed  separately  they  close  on  the  same  date.  This  date  is 
assigned  by  the  ACO  (if  delegated).  If  the  buying  activity 
cannot  close  its  files  within  90  days  of  the  administrative 
office  then  the  ACO  assigned  closeout  date  in  block  9d  is 
superseded  by  the  PCO  assigned  date  in  block  lOe  of  the  DD 
1594.  When  this  happens  it  is  important  that  the  PCO  advises 
the  ACO  so  the  administrative  files  are  not  closed/staged 
/stored  and  destroyed  early. 

6.  PAYING  OFFICE  CONTRACT  FILE  -  Whoever  pays  amounts  on 
the  contract  must  maintain  a  file;  FAR  4.803(c)  states  that 
the  paying  office  contract  file  will  contain; 

•  Copy  of  the  contract  and  any  modifications 

•  Bills,  invoices,  vouchers,  and  supporting  documents 

•  Record  of  payments  and  receipts 

•  Other  pertinent  documents 

This  is  a  short  list  compared  to  the  41  items  for  buying 
offices  file  and  20  items  for  the  CAOs  file.  The  finance 
office  closes  its  files  independently  of  the  PCO  and  ACO  files 
and  does  not  coordinate  the  closing  of  its  files  with  the  COs. 
This  is  usually  where  original  copies  of  DD  250s  are 
maintained  in  the  "contract  file"  along  with  progress  payment 
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or  invoice/ voucher  payments.  The  paying  office  contract  file 
is  closed  upon  final  payment. 

7.  CONTRACTOR  FILES  -  Those  files  kept  by  the  contractor 
on  Government  contracts,  specific  requirements  would  be  tied 
to  public  laws,  contract  language,  or  any  systems  incorporated 
by  reference  through  contract  language.  The  main  point  about 
contractor  files,  important  for  contract  close  out,  is  that 
many  times  the  contracting  officer  can  get  copies  of 
documents,  which  are  lost  or  destroyed  within  the  Government, 
for  their  contract  files  from  the  contractor. 

8.  DD  FORM  1597-COMTRACT  CLOSEOUT  CHECKLIST  -  This  is 
probably  the  first  form  the  CO  tasked  with  initiating  contract 
closeout  would  fill  out.  This  form  lists  the  major  "squares” 
to  be  filled  in  closing  a  contract.  If  you  compare  the  DD 
1597  and  FAR  4.804-5(a) (l)  through  (15)  requirements  you  will 
see  they  are  almost  the  same.  The  DD  1597  format  has  also 
been  mechanized  in  many  computerized  contract  management 
systems;  sometimes  referred  to  as  a  mechanized  DD  1597  or  just 
Contract  Closeout  Checklist.  A  new  version  (Nov  88)  of  the 
form  was  Incorporated  into  the  DFARS  in  DAC  #88-4  and  makes 
previous  versions  obsolete.  The  CO  tasked  to  initiate 
closeout  will  first  review  the  contract  for  applicable  action 
items  on  the  DD  1597;  not  all  items  apply  to  every  contract. 
The  CO  must  use  his/her  knowledge  of  the  contract  to  determine 
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which  items  are  applicable.  Next,  forecasted  dates  for 
completion  are  entered  on  the  form  or  the  computer.  Normal 
closeout  should  take  less  than  the  time  limitations  in  FAR 
4.804-1  and  indicated  on  line  V  of  the  DD  1597.  From  here  a 
contract  administrator  or  procurement  clerk  will  follow-up  on 
the  action  items  until  completed.  Once  all  the  appropriate 
squares  are  filled  the  responsible  official  (Block  9) ,  usually 
the  CO,  signs  and  dates  the  DD  1597.  It  is  then  placed  in  the 
contract  file  (either  by  the  PCO  or  ACO  depending  on  who  is 
closing  the  contract)  as  evidence  that  all  those  actions  are 
complete. 


9.  DD  FORM  1593  -  CONTRACT  ADMINISTRATION  COMPLETION 
RECORD  Referenced  on  the  DD  Form  1597..  the  DD  1593  is  used 
as  evidence  by  the  CO  of  the  completion  of:  (1)  property,  ‘'2) 
plant  clearance,  (3)  contract  termination,  and  (4)  other 
administrative  functions.  It  may  be  used  by  either  the  ACO  or 
PCO.  The  PCO  may  have  issued  a  delegation  limited  to  property 
or  termination  settlement  and  would  send  the  DD  1593  to  the 
property  administrator,  plant  clearance  officer  and/or 
termination  contracting  officer  in  the  field  as  needed.  If  a 
full  delegation  was  given,  the  cognizant  ACO  would  use  the  DD 
1593  as  proof  of  completion  of  the  appropriate  functions 
(property,  plant  clearance  etc.)  and  place  the  signed  DD  1593 
in  the  Contract  Administration  Office  file  to  support  the  DD 
1597  Checklist. 
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10.  DD  FORM  1594  •>  CONTRACT  COMPLETION  STATEMENT  This 
form  currently  serves  two  functions  in  the  closeout  process. 
DFARS  204 .804-4 (a) (S-70)  requires  the  ACO  to  notify  the  PCO, 
on  the  DD  Form  1594,  when  the  contract  becomes  physically 
complete  (Refer  to  the  DFARS  for  specifics} .  When  used  in 
rhis  capacity  the  DD  1594  is  called  an  Interim  Contract 
Completion  Statement  (Notice  of  Physical  Completion) .  The 
second  function  remains  unchanged  and  this  is  the  last  form  a 
cognizant  ACO,  or  buying  activity  CO,  would  fill  out  in 
connection  with  closing  a  contract  file.  The  form  is  signed 
by  both  the  ACO  and  PCO,  if  delegated,  and  just  the  PCO  if  not 
delegated.  If  delegated  the  ACO  fills  out  bloc}cs  1-9  and 
signs  block  9c.  The  date  in  9d  is  the  date  of  closeout, 
except  when  the  PCO  cannot  close  his/her  files  within  90  days. 
In  this  case  the  PCO  establishes  the  revised  date  in  block  lOe 
when  the  PCO  signs  in  block,  lod.  Whan  this  happens  the  PCO 
shall  communicate  with  the  ACO  to  insure  that  both  the  buying 
and  administrative  files  are  closed  on  the  same  date.  If  the 
ACO  doesn't  receive  any  notice  otherwise,  the  DD  1594  (with 
only  the  ACO  signature)  is  authority  to  close  the  file. 
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C.  PRIMARY  PER80MMEL  INVOLVED  IM  THE  C0MTRACTIM6  PROCESS 

1.  CONTRACTING  OFFICER  (CO)  >  This  can  be  either  the  PCO 
or  AGO  depending  on  the  context  and  subject  discussed.  I  will 
use  the  PCO  for  the  buying  activity  CO  and  AGO  for  the  field 
contract  administration  CO.  The  FAR  doesn't  use  PCO  only  CO 
and  AGO . 

2.  PROCURING  CONTRACTING  OFFICER  (PCO)  -  The  PCO  is  the 
person  who  "opens"  the  contract  originally  and  it  is  the  PCO 
who  "closes"  the  contract  at  the  end.  The  closing  of  the 
"contracting  office  contract  files"  can  only  be  done  at  the 
buying  activity.  On  occasion  the  PCO  may  designate  someone 
else  in  his  or  her  office  as  the  "responsible  official"  to 
close  files.  The  point  is  the  AGO  doesn't  close  files,  and 
the  PCO  is  ultimately  responsible  for  any  errors  or  omissions 
in  the  "contracting  office  files"  once  closed.  The  ACO  is 
responsible,  if  delegated,  for  errors  or  omission  in  the 
"administrative  office  contract  files"  and  the  finance  officer 
for  any  errors  or  omissions  in  the  "paying  office  contract 
■files".  Together  these  two  or  three  files  form  what  used  to 
be  called  the  "Total  File"  or  "Case  Pile"  on  the  contract. 

3.  ADMINISTRATIVE  CONTRACTING  OFFICER  (ACO)  -  This  is 
the  person  who  receives  a  delegation  of  authority  from  a  PCO 
to  do  specific  tas)cs  in  administration  of  a  Government 
contract.  Regarding  closeout  the  ACO  must  create  a  "contract 
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administration  office  file"  in  accordance  with  FAR  4.8  and 
DEARS  204.8  "Contract  Files"  (and  all  supplemental  regulations 
of  their  activity)  .  When  the  contract  is  physically  complete 
the  AGO  (if  delegated)  begins  the  process  of  closing  out  the 
contract.  The  closing  of  the  AGO  files  should  be  coordinated 
with  the  PCO  who  will  begin  to  review  his/her  files  for 
closeout.  A  DD  Form  1597  "Contract  Completion  Checklist" 
(manual  or  automated)  with  estimated  dates  for  all  milestones 
should  be  available  to  the  PCO.  While  providing  the  PCO  with 
the  DD  1597  "Contract  Completion  Checklist"  is  advisable  it  is 
not  required  by  FAR  or  DEARS.  A  very  recent  change  to  the 
DFARS  (DAC  #88-6,  204.804-4  Physically  Completed  Contracts) 
requires  ACOs  to  provide  the  PCO  with  a  DD  1594  "Contract 
Completion  statement"  partially  filled  out  (through  Line  8)  to 
provide  notice  to  the  PCO  that  the  contract  is  Physically 
Complete  (Reference  DFAR  204.804-4).  Then  when  all  the 
applicable  "squares  have  been  filled"  on  the  DD  1597  "Contract 
Completion  Checklist",  the  AGO  would  then  fill  out  the  DD  1594 
"Contract  Completion  Statement"  again,  but  this  time  fill  it 
out  through  line  9;  please  note  the  AGO  never  fills  out  the 
complete  form.  The  ACO  will  establish  the  date  of  closeout  in 
block  9d  of  the  DD  1594.  The  date  established  by  the  ACO 
(Block  9d)  will  be  the  date  of  closeout;  unless  the  PCO  is 
unable  to  close  his/her  files  within  90  days.  'xais  is  why 
early  communication  is  necessary  to  avoid  catching  the  PCO 
without  enough  time  to  close  his/her  files  in  90  days.  So 
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while  the  ACO  files  are  physically  separate  from  the  PCO  files 
they  are  not  duplicate  files,  but  when  combined  with  the 
**paying  office  files'*  (which  close  independently  upon  final 
payment)  form  the  complete  Government  "contract  file". 

The  responsibility  for  closing  out  contracts  in  accordance 
with  the  "time  standards"  (FAR  4.804-1)  falls  upon  the  PCO  who 
may  delegate  this  to  the  ACO.  So  it  is  usually  the  ACO  who 
must  meet  the  FAR  4.804-1  "time  standards"  and  take  the  "heat" 
if  they  become  "overage".  Once  the  ACO  completes  the  DD  1594 
"Contract  Completion  statement"  (through  block  9)  the  "heat" 
is  on  the  PCO  to  close  his/her  files  within  the  90  days 
discussed  previously.  Thereafter  it  becomes  the  PCO's  problem 
and  he  or  she  must  take  the  "heat"  for  overage  contracts. 
There  are  manv  reasons  why  a  contract  may  become  overage,  but 
we  won't  cover  them  here.  I  will  state  that  timely  closeout 
has  received  a  great  deal  of  attention  since  about  1987.  The 
primary  reason  being  the  release  of  excess  funds  from  the 
contracts.  The  issue  of  closeout  can  create  tension  between 
the  buying  and  administration  offices  for  a  variety  of 
reasons.  A  better  understanding  of  both  the  PCO  and  ACO 
responsibilities  can  ease  these  tensions  and  resolve  potential 
problems , 

D.  CONTRACT  C1.0fl£0UT  PROCESS 

The  contract  closeout  process  begins  when  the  contract  is 
terminated  or  when  the  contract  is  physically  completed. 
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contractor  deli  e  ^  the  U.  S.  Government  accepts  the 

supplies  or  .rvice^  The  Federal  Acquisition  Regulation 
(FAR)  lists  aetaile'^  j-ocedures  for  closing  out  contracts  [Ref 
1].  The  offii.  administering  the  contract  must  ensure  that 
the  following  actions  are  completed: 

1.  Disposition  of  classified  material  is  completed; 

2.  Final  payment  report  is  cleared; 

3.  Final  royalty  report  is  cleared; 

4.  There  are  no  outstanding  value  engineering  change 
proposals; 

5.  Plant  clearance  report  is  received; 

6.  Property  clearance  is  received; 

7.  All  interim  or  disallowed  costs  are  settled; 

8.  Price  revision  is  completed; 

9.  Subcontracts  are  settled  by  the  prin^  contractor; 

10.  Prior  year  indirect  cost  rates  are  settled; 

11.  Termination  docket  is  completed; 

12.  Contract  audit  is  completed; 

13.  Contractor's  closing  statement  ;..s  completed; 

14.  Contractor's  final  invoice  has  been  submitted; 

15.  Contract  funds  review  is  completed  and  deobligation 
of  any  excess  funds  is  recommended. 

After  these  actions  are  complete#  the  contracting  officer 
administering  the  contract  ensures  the  contract  completion 
statement  is  prepared  and  signed  by  the  contractor. 
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The  actu&l  closeout  of  a  contract  ip  pcrformad  by  the 
office  aCLmlnisterlng  the  contract.  Personnel  involved  in  the 
closeout  include  the  Procuring  Contracting  Officer  (PCO)  and 
the  Adminiu^rative  Contract-ing  Officer  (ACO) ,  if  one  is 
assigned.  The  PCO  and  tl>e  ACO  may  be  the  same  person  for  a 
specific  contract.  If  the  PCO  delegates  adminlotratiye 

I  ■  ■ , 

‘  •  ! 

functions  to  another,  activity,  an  ACO  viH  ^  assigned.  The 
PCO  creates  a  contract  by  rwardlng  it  and  is  ultiaately 

i  *  '  ■ 

responsible  for  closing  it,  regardless  pf  whether  the 

I 

administrative  functions  have  been  assigned  to  another 
activity.  When  an  ACO  is  assigned  to  a  contract,  the  ACO  is 
responsible  for  administratively  clos^.ng  the  contract.  The 
ACO  coordinates  with  all  involved  parties  (Contractor, 
Government,  DCAA  and  others)  and  ensures  that  each  has 
submitted  the  appropriate  contract  completion  forms.  The  ACO 
completes  all  items  listed  in  FAR  4.804'‘2  (which  are  the  same 
items  on  the  DD  Form  1597)  and  routes  the  Contract 
Administration  Completion  Record  (DD  Form  1593)  to  the  Plant 
Clearance  Officer  and  the  Property  Administrator  for 
signature.  When  all  of  the  actions  on  these  forms  are 
complete,  the  ACO  completes  the  Contract  Completion  Statement 
(DD  Form  1594)  and  forwards  it  to  the  PCO  to  indicate  that  the 
contract  is  administratively  closeout.  The  PCO  has  sixty  days 
from  the  date  on  the  DD  Form  1594  to  complete  the  contract 
closeout  process.  The  payment  office  sends  their  contract 
files  to  the  archives,  the  contract  administrator  sends  their 
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files  t.G  the  archives  and  the  procuring  office  sends  their 
flleiji  CO  the  srchlvaa  as  each  of  these  organizations  complete 
their  part  of  the  closeout  process.  The  PCO  verifies  that  all 
actions  required  hy  the  FAR  and  the  DFAR  have  been  completed 
and  then  officially  closes  out  the  contract. 

1,  TIME  BTHmitRDB  FOR  CONTRACT  CLOSORK  [Kef.  1] 

The  FAR  measures  closeout  timeframes  from  the  date  all  the 
property  was  received  or  the  services  were  completed.  The  FAR 
allows  the  following  times  to  closeout  contracts,  based  on 
contract  type: 


Firm-Fixed-Price  Contracts . six  months 

(excluding  small  purchases) 

Contracts  requiring  settlement 

of  overhead  rates . 36  months 

All  other  contracts . 20  months 


T.  ALTERNATE  CL08E00T  METHODS 

Two  alternate  methods  to  the  ’'normal"  contract  closeout 
process  can  be  used  to  expedite  the  closeout  process.  Quick 
Closeout  Procedures  (QCP)  are  explained  In  FAR  42,708,  QPCe 
allow  the  contracting  officer  to  negotiate  the  settlement  of 
indirect  costs,  for  a  specific  contract  in  advance  of  the 
determination  of  final  Indirect  rates,  under  the  following 
conditions: 

•  The  contract  is  physically  complete. 
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•  Th«  amount  of  the  unsettled  Indirect  costs  to  be  allocated 
is  relatively  insignificant. 

•  An  agreement  can  be  reached  on  a  reasonable  amount  of 
allocable  dollars.  [Ref.  1] 

NARSUP  42.708  states  that  costs  may  be  determined  to  be 
insignificant  when  they  do  not  exceed  either  15%  of  the  total 
Indirect  costs  incurred  on  the  contract  or  $500,000,  whichever 
is  less.  DLA  Manual  8105.1:  42.7-11  states  that  this 
procedure  should  be  limited  to  small  dollar  balances  or  to 
instances  where  indirect  costs  applicable  to  any  one  DOD 
contract  in  one  fiscal  year  do  not  exceed  $500,000. 

Bilateral  agreements  can  also  be  used  to  negotiate 
settlement  of  Indirect  cost  rates  when  a  contract  has  been 
terminated  and  the  contract  contains  the  clause  52.216-7, 
*'Allowable  Cost  and  Payment."  Under  these  conditions  the 
contracting  officer  can  negotiate  the  amount  of  Indirect  costs 
for  the  contract  period  in  which  the  rates  have  not  been 
decided. 


121 


EXHIBIT  I 


FEDERAL  ACQUISITION  REGULATION  (FAR) 


_ 

SUBPART  4A— CONTRACT  FILES 

4  JOB  Scope  of  wbparL 

This  lubpon  prcachbes  requirements  for  esutblishing, 
msincuninc.  disposing  of  cornet  Tikes  for  sU  conne- 
tual  Ktioos.  Hm  spplicatioo  of  this  lubpvt  to  soull  pur* 
cKuBt  and  other  sunplified  procedures  covered  by  Pert  13 
it  optional.  See  alio  docunenutioo  rtquiremenu  tn 
13.1Q6(c). 

AJOlGcMraL 

(a)  The  head  of  each  office  performing  connciing.  coo- 
iract  adminisuauoo,  or  paying  functions  shall  esuMish 
files  comaining  the  records  of  all  conncuial  acuons. 

(b)  The  documentation  in  the  files  (see  4.803)  shall  be 
sufficieat  to  mnstituie  a  coaipfeie  history  of  the  inniacuoo 
for  the  purpose  of— 

(1)  Providing  s  complete  background  ss  s  basis  for 
informed  decisioru  at  each  ttep  m  the  acquisition  pro¬ 
cess; 

(2)  Supporting  actions  taken; 

(3)  Providing  information  for  reviews  and  inveitiga* 
uoaLand 

(4)  Fumuhuig  essential  facts  in  the  event  of  litigation 
or  congressional  inquiries. 

(c)  The  flies  to  be  established  include— 

(I)  A  ftle  for  cancelled  soltciutiont; 

Gl)  A  file  for  each  contract;  and 

0)  A  file  such  u  a  contracior  general  file,  containing 
documenu  relating— for  example — to  (i)  no  specific 
coMraci,  (ii)  more  than  one  contract,  or  (iii)  the  contric* 
tor  ia  a  general  way  (e.g.,  contracior's  management  sys- 
teats,  past  perfonnaoce,  or  capabtliiies). 

<802  Contract  flfea. 

(a)  A  conusci  file  should  generally  consist  of— 

(1)  The  CQatrsciing  office  contract  file,  which  shall 
document  the  basis  for  the  acquisiuon  and  the  award, 
the  assignment  of  contract  administration  (including 
payment  ies{»nsibiliiics).  and  any  wbsequeru  actions 
taken  by  the  cootracung  office; 

(2)  The  contract  administration  office  contract  file, 
which  shall  dof.umciti  actions  icneciing  the  basis  for 
aad  the  perfonnaoce  of  coptnet  admioistration  respoo* 
sifailities;  and 

(3)  The  paying  office  conoau  file,  which  shall  docu- 
meal  acuons  prerequisite  to,  subsuniiating,  and  reffcct* 
iflg  contraa  payments. 

(b)  Normally,  each  file  should  be  kept  separately;  how¬ 
ever,  if  appropriate,  any  or  all  of  the  files  may  be  com¬ 
bined;  C4.,  if  all  functions  or  any  combination  of  the  func- 
uoni  «e  performed  by  the  same  office. 

(c)  Ffles  shall  be  quiiuained  at  organuguonsl  levels  that 
Shgpaaxuie— 

(1)  Effective  documcataiion  of  contract  actions; 

(2)  Ready  accessibility  to  pnncipaJ  users; 
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(3)  htmimal  establishment  of  duplicate  and  working 
flics; 

(4)  The  safeguarding  of  classified  documents;  and 
(S>  Conformance  with  agency  regulations  for  file 

location  and  maintenance. 

(d)  If  the  contract  Ales  or  file  segmenu  are  decentralued 
(e.g.,  by  type  or  function)  to  various  organizational  tie- 
menu  or  to  other  outside  offices,  responsibility  (or  their 
mainienance  shall  be  assigned.  A  central  control  and,  if 
needed,  a  locator  system  should  be  esubbshed  to  eosure 
the  ability  to  kxato  promptly  any  contraa  Ales. 

(e)  Contenu  of  contract  files  that  are  proprietary  or 
source  seieciioo  information  u  defined  in  3.104-4  shall  be  | 
protected  from  disclosure  to  unauthorized  persons  (sea 
3.104-5). 

4J03  CootsaU  of  contract  fUsa. 

The  following  are  examples  of  the  records  Dormally 
contained,  if  applicable,  ui  contract  Akes; 

(a)  ComracUMg  office  coKiraa  file.  (1)  Purchase 
request,  acquisition  planning  informaiion,  and  other  prsio- 
bciution  documents. 

(2)  JusuAcationi  and  approvals,  detenninauofu  and 
Andings,  and  associated  documenu. 

(3)  Evidence  of  svai  lability  of  funds. 

(4)  Synopsis  of  proposed  acquisiuon  as  published  in 
Ihs  Commerce  Businau  Daily  or  reference  thereto. 

(5)  The  li«  of  sources  solicited,  and  s  list  of  any 
AiriiS  or  persons  whose  requesu  for  copies  of  the  soitci- 
laAon  were  denied,  kogether  with  the  reasons  far  damah 

t.6)  Sei-aside  decision. 

(7)  Govenunent  aatimate  of  contract  price. 

(8)  A  copy  of  the  soliciiauoo  and  ail  amendmenu 
thereto. 

(9)  Security  requircmcqu  and  evidence  of  required 
clearances.  ^ 

(10)  A  copy  of  each  offer  or  quotation,  the  related 
abstract,  and  roconls  of  determinations  concerning  late 
offers  or  quotations.  Unsuccessful  offers  or  quotations 
msy  be  maintained  separately,  if  crou-reficrenced  ko  the 
conuact  Ale.  The  only  portions  of  the  unsuccessful  offer 
or  quotation  that  need  be  retained  are — 

(i)  Completed  loliciuiion  seciioru  A,  B,  and  K; 

(ii)  Technical  and  management  proposals; 

(ui)  Cost^ince  proposals;  and 

(iv)  Any  other  pages  of  the  soliciuUoo  that  the 
offeror  or  quoter  hai  altered  or  annotated. 

(11)  Contractor's  contingent  fee  represookation  and 
other  certiAcatioru  and  represenutions. 

(12)  Preaward  survey  reporu  or  reference  kO  previotu 
preaward  survey  reports  relied  upon. 

(1 3)  Source  aoioction  documeniatioa. 

(14)  Coiuracung  officer 'i  determination  of  the  con¬ 
tractor 'i  responsibility. 

(13)  Small  Busineu  Administration  Certificate  of 
Compeiervjy. 
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(16)  Record!  of  cooirtctor’i  coenpUence  with  labor 
poticiu  M>c.ludtiv|  ct)ual  employmeiu  opportuoiiy  poll- 
uea. 

(17)  Coa  or  pricing  dau  and  CeniTcaie!  of  Currenl 
Con  or  Phcutg  Dau  or  a  required  jusuTtcauon  for  waiver. 

(18)  Packaging  and  trensportaboo  daia. 

(19)  Coat  or  price  aiudyiu. 

(20)  Audit  reports  or  reasoiu  for  waiva. 

(21)  Record  ot  argotiatton. 

(22)  JustiTtcaooft  for  type  of  contract 

(23)  Authority  for  deviations  from  ihii  regulauoo. 
Watiiiofy  requiremeots,  or  other  resincuoru. 

(24)  Required  approvals  of  award  and  evidence  of 
legal  review. 

(25)  Notice  of  award. 

(26)  The  onguiai  of  (i)  the  signed  contract  or  award, 

(ii)  all  contract  modifications,  and  (iii)  documenu  sup¬ 
porting  modifications  eiecuied  by  the  contracting 
office. 

(27)  Synopsis  of  award  or  reference  thereto. 

(28)  Nouce  to  unsuccessful  quoten  or  offerort  and 
record  of  any  debnefing. 

(29)  Acqaigiuon  managemeru  reporu  (see  Subpart 
4j6). 

(30)  Bid,  performance,  payment,  or  other  bond  docu- 
■renu.  or  a  reference  thereto,  and  notices  to  surtues. 

(3 1 )  Report  of  posu ward  conference. 

(32)  Notice  10  proceed,  stop  orders,  and  any  overtime 
premium  approvals  granted  at  the  utne  of  award. 

(33)  Documents  requesting  and  auihoriiing  modifi- 
cation  in  the  normal  assignment  of  contract  admuiistra- 
Uoo  functions  and  responsibility. 

(34)  Approvals  or  disapprovals  of  requests  for 
waivers  or  dcvuiiaas  from  contract  requuemenis. 

(35)  Rejected  engineering  change  proposals.  These 
proposals  may  be  filed  separately  for  early  di^osal  (aoe 
4.805<h)). 

(36)  Royally,  invention,  and  copyright  reporu 
(including  invention  disclosures)  or  reference  ihcrcui. 

(37)  Contract  completion  documcius. 

(38)  Documemauoo  regarding  termination  acuoni 
tor  which  the  contracting  office  is  responsible 

(39)  Oott-refcratcea  to  pcnincni  documequ  (hat  arc 
died  cite  where. 

(40)  Any  additional  documents  on  which  action  wu 
taken  or  that  reflect  actions  by  the  contracting  office 
peruneru  to  the  contract. 

(41)  A  current  chronological  list  identifying  the 
awarding  and  successor  contracting  officm,  with  inclu¬ 
sive  dates  of  responsibiluy. 

(42)  All  certifications  required  by  3. 104-9(cXl). 

(43)  For  conuacu  and  conuact  modificalions  in 
exeext  of  S  100.000,  a  record  of  all  pcisons  or  classet  of 
persons  auihonzed  to  have  access  to  proprietary  or 
•ource  sclecuon  information  and.  to  the  maiimum 


extent  practicable,  the  names  of  all  individuals  within 
the  class. 

(b)  CoHiract  admuiutraiion  offict  coiuraci  fiU.  (1) 
Co^  of  the  contract  and  all  modificatioru,  together  with 
official  record  copiea  of  supporting  documents  esecutcd  by 
the  contract  administration  office. 

(2)  Any  document  modifying  the  normal  aasignouM 
of  contract  administration  funclioru  and  reaponaibtlity. 

(3)  Security  requirements. 

(4)  Cost  and  pricing  dau,  Certificaiet  of  Cunent 
Coa  or  Pricing  Data,  com  or  price  analysis,  and  other 
documentation  supporting  contractual  actions  execuicd 
by  the  contract  administration  office. 

(5)  Preaward  survey  information. 

(6)  Purchasing  system  uiformaiion. 

(7)  Consent  to  itibconiract  or  purchase. 

(8)  Performance  and  payment  bonds  and  itartty  infoT' 
mauon. 

(9)  Pooaward  conference  records. 

(10)  Orders  issued  under  the  contract. 

(11)  Notice  to  proceed  and  stop  orders. 

(12)  Insurance  policies  or  certificates  of  insurance  or 
references  to  them. 

(13)  Documenu  supporting  advance  or  prograu  pay* 
menu. 

(14)  Progressing,  expediting,  and  producoon  turveii- 
lance  records. 

(15)  Quality  assurance  records. 

(16)  Property  afhninittraiion  reervds. 

(17)  Documeniaiion  regarding  lerminaiion  aciioiu 
for  which  the  contract  adminisuauon  office  is  reapoasi< 
blc. 

(18)  Cross  reference  to  other  pertinent 
that  are  filed  elsewhere. 

(19)  Any  addiuonal  documents  on  which  action  was 
taken  or  iha  rerieci  acuons  by  the  contract  adminiatr^ 
uon  office  pcnincni  to  the  conoacL 

(20)  Contract  completion  documents. 

(c)  Paying  office  coniraci  file.  (1)  Copy  of  the  contract 
and  any  modificaiions. 

(2)  Bills,  invoices,  vouchas,  and  supporting  docu¬ 
menu. 

(3)  Record  of  psymenis  or  receipu. 

(4)  Other  peninem  documenu. 

4J04  Cloacota  of  contract  fUea. 

4.104-1  Closeout  by  the  offict  admlaiitcrlog  Ibc 
coo  tract 

(a)  Except  as  provided  in  paragraph  (c)  below,  timf- 
standards  (or  closuig  out  contract  filos  are  as  follows: 

(I)  Small  purchase  files  should  be  considered  closed 
when  the  conuacung  officer  receives  evidence  of  receipt 
of  propeny  and  final  payment  unless  otberwin  qpnet- 
ficd  by  agency  regulation. 
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(2)  FUu  (or  »U  rumTaod-pncc  coninut  oihcr  ihui 
■ull  pureJma  ihoukl  be  cloecd  wiihm  6  monihi  of  the 
Monih  10  wtuch  the  cootfocung  ofTKpr  receiver  eyi* 
^met  of  phyucol  compteuoft. 

(3)  Filer  for  coiuncu  requiring  reulemeiu  of  indirect 
con  roiet  tlKHild  be  ckired  wuhio  36  moothr  of  the 
■KMOk  ia  wbicb  the  cooirocuiti  officer  receiver  evi- 
deace  of  phyricoi  compkaion. 

(4)  Filer  for  oil  other  contneu  rhould  be  clooed  with- 
io  20  ■t^oothi  of  the  Bionih  in  which  the  conirrcung  offi¬ 
cer  reouvet  evideoce  of  phyucol  completion. 

(b)  Wheii  cJnoing  out  (be  coiuroct  filer  at  4.804- l(oX2), 
(3).  end  (4),  the  congacting  officer  thall  uic  the  cloaeout 
pnxedurct  at  4  J04-3.  However,  there  ckiaoout  w-jmAt  guy 
be  modified  to  refkct  the  uieot  of  admiauuatioo  that 
bar  been  performed.  Quick  cloreout  procedurer  (tee 
42.208)  rhould  be  uaed,  whoa  appropriate,  to  reduce  admin- 
iantive  com  and  lo  enable  deobUgation  of  euert  fundi. 

(c)  A  contract  file  aha!  tot  be  cloaed  if  (1)  the  concraa 
ir  ia  litigatioo  or  under  fappeaJ,  or  (2)  m  the  care  of  a  termi- 
Muon,  el!  tenniAauQB  acuohi  have  not  been  compftted. 

4JA4-2  Cloacoul  of  the  contracting  effic*  flka  if  anotber 
ofTlct  artmiakrarr  the  contract. 

(a)  Small  purchase  filet  rhould  be  considered  closed 
when  the  ooiuracung  officer  receiver  evidence  of  receipt  of 
property  and  final  ptymooL,  unlcsr  Qtherwiae  rpocificd  by 
agency  Rgulauon. 

(b)  All  other  contract  filer  shall  be  closed  u  soon  u 
pracucahie  after  the  ataimcung  officer  receiver  a  contract 
completion  statement  from  the  cooiraci  administration 
office.  The  contracting  officer  shall  ensure  that  all  comrac- 
uial  actions  required  have  been  completed  and  shall  pre¬ 
pare  a  statement  to  that  effccu  This  siaiemeru  is  authoniy 
lo  cloae  the  contract  ftk  and  shall  be  made  g  {ugi  of  the 
ofTictai  contnet  ftk 

4J64-3  ClQMOut  of  paying  ofTicc  contract  fftes. 

The  paying  office  shall  clone  the  cpouaci  filf  upon 
imiancc  of  die  final  payment  voucher. 

4J84-4  niyakally  okipfe^arl  contracta. 

(a)  Eicopi  aa  provided  m  paragr^ih  (b)  below,  a  con- 
Iraa  ta  considered  to  be  physically  oompicied  when— 

(IRi)  The  comracior  bar  completed  the  required 
deliveriet  and  the  Covernmeoi  hgi  lorpccicd  and 
accepted  the  supplRs; 

(li)  The  contractor  bar  performod  all  servicer  gnd 
the  Geweroment  bar  accepied  rervicm;  and 
(ill)  All  Qfaion  provtsionr.  if  any,  have  erpirod;  or 
(2)  The  Government  bar  given  the  contrgetor  a  notice 
of  complete  contraa  lennination. 

(b)  Faciliuea  conuacu  and  reoul,  ure,  and  storage 

arc  cooaidemd  to  he  physt^aljy  completed 

when™ 

i-8  (FACa4-60) 


(1)  The  Government  has  given  the  ccnuacipr  a  notice 
of  complete  contract  lennination;  or 

(2)  The  contract  period  has  expired. 

lUaa. 

"  (a)  The  office  adminiaicring  the  contract  ir  responsible 
for  imutuixig  (automated  gr  manual)  admutistrauve  cloae¬ 
out  of  the  contract  afier  receiving  evidence  of  its  phytical 
completion.  At  the  outset  of  this  proccas,  an  initial  contraa 
funds  status  review  shall  be  accomplished,  and  where 
appropriate,  excess  fluids  identified  to  the  contracting 
ojTtce.  When  complete,  ifie  adminuumivc  closeout  proce¬ 
dures  shall  ensure  that — 

(1)  Dispotiiion  of  classified  maiertal  U  contpicted; 

(2)  Final  patent  report  ia  cleared; 

(3)  Final  royalty  report  ir  cleared; 

(4)  There  is  no  opuianding  value  enjgineering  change 
proposal; 

(5)  Plant  clearance  report  is  received; 

(6)  Property  clearance  is  received; 

(7)  All  interim  or  disallowed  cosu  are  setUed; 

(8)  Price  revision  u  completed; 

(9)  Subcoauacu  are  aculcd  by  the  prime  coniracior, 

(10)  PrxMT  year  indirect  cost  rates  art  scukd; 

(U)  Termination  docket  u  completed; 

(12)  Contract  audit  ia  completed; 

(13) CQntracior*a  closing  siaiemcnt  is  completed; 

(14)  Contractor ’a  final  invoice  has  been  submitted; 

and  I 

(15)  Contract  funds  review  is  completed  and  dcobii- 
gaiion  of  any  excess  funds  is  recommended. 

(b)  When  the  actions  in  paragraph  (a)  above  have  been 
vcnficd.  the  conuicung  officer  ^nmisiering  the  contraa 
shall  ensure  that  a  pfijmpiedoo  contain¬ 

ing  the  following  information,  is  prepared: 

(1)  Contract  administration  office  name  and 
(if  different  from  the  contracting  office). 

(2)  Contracting  office  name  and  address. 

'  (3)  Contract  number. 

(4)  Last  modificaiion  number. 

(5)  Last  call  or  order  number. 

(6)  Contractor  name  and  address. 

(7)  DoUru  ariMSuru  of  excess  funds,  if  any. 

(8)  Voucher  number  and  date,  if  final  payment  baa 
been  made. 

(9)  Invoice  number  and  date,  if  the  final  approved 
invoice  has  been  forwarded  to  a  disbursing  office  of 
another  agency  or  gcaviiy  and  the  suuis  of  the  payment 
is  unknown. 

(10)  A  statement  that  all  required  contraa  adminia- 
trauon  acuons  hav^  ^>ecn  fully  and  satisfactorily  accom¬ 
plished. 

(1 1 )  Name  and  ugnamre  of  the  coniraciing  officer. 

(12) Pa*t.  ^ 
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(c)  Wliea  ihe  mtemcni  ii  complcifid,  Ibc  coairacuog 
pgtccf  «b«>l  caiure  Umu— 

(1)  Tbe  ugned  anginal  u  placed  in  the  conuacung 
office  cooiraci  file  (or  forwarded  (o  (be  conuacung 
office  (or  placencnt  in  (he  files  If  (be  coninct  adtninu- 
muon  oOioe  Is  dlfTeieni  Crooi  (be  coMracUog  ofTice); 
and 

(2)  A  signed  copy  is  placed  in  (he  appropria(e  coq- 
nci  adaunisinuion  file  if  adnunistmion  is  performed 
by  a  coninct  adminismiioo  office. 

^  i[w.p^.i  tf  ratraii  flUa  ’ 

Agencies  shall  prescribe  procedures  for  (be  handling, 
storing,  and  dispoaing  of  oomraci  files.  However,  such  pro> 
cedurcs  shall  include  provisions  (bat  (be  documeou  speci¬ 
fied  below  shall  no(  be  destroyed  before  (be  (imes 


rWwlmxml 

(t)  RaxxIi  pau(«a(  lo  eiccp- 
ll<MU  at  pfoluu,  cUlM  lot  CM 
•(•IMI  ISb  UMUd  SIMM,  isvesu- 
(Mtoai,  cMM  (MUtas  01  IS  (iU|*- 
Moa.aiMmlM  MMMn. 


(b)  Sisacci  laalt  oT  (I )  too- 
«acM  aaS  (2)  McafafiiMinoi  Wara- 
10. 

(c) Raaarwad. 

(a)  Si|aca  origioali  oT  juMiiica- 
boM  aad  ap^auvaU  aad  dciefaii- 
aaiMMi  sad  riadtsii  ic^Mucd  by 
Pan  b,  aad  c:upici  oT  «u(i(>orua( 

<e)  Si|a«d  ofigiaali  of  iniall 
pcMChaici  aad  atodifictiiuaj 
ibcfcio  aad  ocMaMMOiaa  c«Mirai,  ti 
aalaf  UOOO 

(0  All  Msauccaaarul  oflcia  cm 
Mwaaiinai  Ihal  pcflaia  lo 
below  Ike  apiaoiaiaM  iBMli  pw- 

chMd  bMUUoa  M  Pwt  13. 


(g)  Coalcact  aiatua  (piogreaa- 
ia«).  cipadujag.  aad  pnatacuoa 
aauMlIaara  aacwdi. 

(S)  kejeoad  aa|iaaifii|  ckaaga 

popoasLi. 

(i>  Labor  coaipliaacc  cecoidi. 
iscludtag  actual  SMployMcat 
oppomaMy  aaaada. 

(j)  Duouaaeaaj  pmaiaiag  ,caex' 
ady  lu  Um  ajMctoMi  u  daaatbad 

»A*0I(^K3>. 


RaiciUtufl  Fanud 

Uaiil  fiaal  clearaace  or  lallle- 
■laal.  CM  uaUl  tba  iMaMioa  peci- 
cmI  cMbciwiaa  apacifud  fur  ihc 
ducucneal  la  paragiapha  (b) 
ihrougk  (a)  below  u  coa^dMad, 
wbtebavat  u  latar 

6  yeaia  aad  3  aioaaha  aflat  fiaal 

psywBM 


6  ycara  aad  3  oioMhi  after  fiael 
paytneM. 


3  yean  after  fiaal  payraeai. 


Reiaia  I  year  alia  dale  of  award 
ca  uBlil  fiaal  payaaeai.  wluchevcr 
la  later,  bu  if  ibe  ocMaraoiai  offi¬ 
cer  deicriniaea  ibai  ibc  filet  heve 
fMiata  value  lo  ibe  CiuvaraMeai, 
reaaia  m  laa|  u  adviaable. 


6  maiba  afM  fiaal  peyweM. 


6  Moadu  tfiM  fiaal  payi 


3  yatra  aber  fiaal  payneai 


Uaul  aypataedod  a  ohaolele. 


DociuMfii 

Oi)  Reccxda  or  dexumeau  other 
Ihaa  (hoea  la  paiagiapha  4.I0X*>- 

(j)  abova  peruiaiai  lo  ooatiacu 
below  the  apptopriau  amall  ppr- 

dtaM  lindaiKH  it  Part  13. 

(1)  Reccada  «  documsau  othtr 
Ihaa  iboaa  w  parn'M'*  4.l03(a>- 

(k)  abova  pertaiaia,  lo  coauacu 
abova  Ike  appropriMc  ibmII  put- 
UuM  UiMtauu*  la  Pan  13. 

(n)  Filea  for  reace  lied  tolicita- 
Uuaa  (aee  4.IOI(cXI)). 

(a)  Suliciicd  aad  uiaoliciiad 
uajucceaaful  oTfan  aad  quncaiioai 
abova  iba  approptiala  eMail  pitr- 
cbaac  Imuialjiai  la  Pan  13. 

(I)  Whea  filed  aepaiMsIy  Icom 
ooauan  c^M  filaa 

(3)  Wbea  filad  with  coauact 
caac  filaa 


_ 4Jd2 

RaUrtlioii  Panod 
I  ya«  gbar  ftMl  psyawsi. 

6  yeaii  aad  3  aotlbi  sfiM  fiaal 
P»y*Mf 

i  yaan  abw  caacallauoa. 


Uaul  coairaca  compltrioa  data. 

6  ycaia  aad  3  ntoatba  afiai  (laaJ 
paymaal. 


SDBPART  4.b— INFORMATION  REPORTING  TO 
THE  internal  REVENUE  SERVICE 

4iMM  Scope  of  subpart. 

This  subpan  provides  policies  and  procedures  applica¬ 
ble  to  rcponi.''.g  contract  and  payment  in/ormation  u>  (be 
Iniernal  Kevenue  Service  (IKS). 

4.901  DcflnUloiwr 

“Cummun  parent, ”  as  used  in  (bis  subpan,  means  (hat 
corporate  entity  that  owns  or  conuols  an  alfiliaicd  group  of 
corporations  ibai  files  iu  Federal  income  tax  returns  on  a 
consolidated  basis,  and  of  which  the  offeror  is  a  memba. 

‘‘Corporate  flatus,”  as  used  in  this  subpari,  means  a 
designation  as  lo  wbeibcr  the  offeror  is  a  corporate  entity, 
an  unincorporated  cnuiy  {e.g.,  sole  proprieiorsbip  or  pan- 
ncrship),  or  a  corpontuon  providing  medical  and  health 
care  services. 

‘Taxpayer  Idcnuficauoo  Number  (T1N),“  as  used  in  (his 
subpan,  means  the  number  required  by  the  IKS  lo  be  used 
by  the  oflerur  ui  reponing  incane  tax  and  other  returns. 

4.902  Contract  loformation. 

(a)  26  U.S.C.  6050M,  as  implemented  in  26  CFR, 
requires  beads  of  Federal  executive  agencies  to  report  cer¬ 
tain  mfonnation  to  ihc  IRS. 

(bK  1 )  The  required  mfonnation  applies  to  coruraa  mod- 
ificauons — 

(i)  increasing  the  amount  of  a  contract  awarded 
bcfac  January  1, 1989,  by  $S0,(X)0  a  more;  and 

(ii)  Fnu:rcd  imo  on  a  after  April  1, 1990. 

(2)  The  reponing  requirement  also  applies  to  ocnain 
contracts  and  modificauoru  thereto  in  excess  of  $2S,0(X) 
emered  inio  on  or  alter  January  1, 1969. 
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(c)  The  uWonnaiton  to  report  u— 

(1)  Name,  addreu.  and  the  Taxpayer  IdenuAcalioo 
Number  (TIN)  of  ooninaur  ; 

(2)  Name  and  TIN  of  ooounoa  parent  (if  any); 

(3)  Date  of  the  cootraa  actioo: 

(4)  Antouiu  oblijaied  on  ibe  contract  action;  and 
(i)  Eanmaiod  contnct  oomplruon  date. 

(d)  Tnuumit  the  Infonnaiton  to  the  IRS  through  the 
Federal  Procurement  Dau  Syaien  (too  ttfbpart  4.6  and 
unpkaifnnng  utftntctioiu). 

4Ja3  PaymcMl  laforaaatkkA. 

(a)  26  U.S.C.  6041  apd  604 1  A,  as  unplememed  in  26 
CFR.  ia  part,  require  payors,  including  Federal 
(jovenunent  agencies,  to  repon  to  the  IRS  paymenu  made 
to  ocrum  contractors. 

(b)  The  following  paymenu  are  exempt  from  this 
reporting  requirement'. 

(1)  Paymems  lo  corporations.  However,  paymenu  to 
crvporauuns  provtdutg  inetlical  and  health  care  services 
or  engaged  m  the  btUing  and  coUecung  (R  paymenu  fur 
Hich  icrvices  are  not  exempted. 

(2)  Paymenu  for  bills  for  machandise,  telegrams, 
UJcphOQc,  freight,  storage,  and  similar  charges. 

(3)  Piyupou  of  utcomc  required  u>  be  reported  on 


■t  IRS  Form  W-2  (r.g .,  contracu  for  personal  services). 

(4)  Paymenu  to  a  hospiul  or  exicuded  care  facility 
desatbed  in  26  CFR  501(cX3)  (hat  u  exempt  from  taxa¬ 
tion  under  26  CFR  SOl(a). 

(5)  Paymenu  to  a  hospital  or  extended  care  facility 
owned  and  operated  by  the  United  States,  a  state,  the 
District  of  Columbia,  a  possession  of  the  United  States, 
or  a  polutcal  subdivision,  agency,  or  msuumcniaiity  of 
any  of  the  foregoiug. 

(6)  Payments  for  any  coouact  with  a  stale,  the 
District  of  Columbia,  a  possession  of  itae  Untied  Stales, 
or  a  political  subdivision,  agency,  or  tostnimcniality  of 
any  of  ibe  foregoing. 

(c)  The  following  ipformaiion  is  required  to  provide 
reporu  toihc  IRS: 

(1)  Name,  address,  and  TIN  of  contractor. 

(2)  (Torporaic  status  (see  4.901 ). 

(d)  Transmit  lu  paying  offices  the  infonnaticn  tpecined 
in4J03. 

4.904  SolkluUon  provkloo. 

The  coouacting  officer  shall  insert  the  provision  at 
52.204-3,  Taxpayer  Idcnuricauon,  in  loliciuuons,  unless 
the  TIN  of  csch  offeror  has  previously  bepo  otMgincd  ghd 
known. 
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2ft4.t02  Conlracl  files. 

OfTidai  oonmet  files  shall  consist  of- 

(1)  Only  original,  authenticated  or  oonfomned  copies  of  contractual  instrunnents- 

(i)  "Authenticated  copies"  means  copies  that  are  shown  to  be  genuine  in  one  of  two  ways- 

(A)  CeniAcation  as  tnie  copy  by  signature  of  an  authoriaed  person;  or 

(B)  Official  seal. 

(ii)  "Conformed  copies"  means  copies  that  are  complete  and  accurate,  including  the  date 
signed  and  the  names  and  titles  of  the  panies  who  signed  them. 

(2)  Signed  or  official  record  copies  of  correspondence,  memoranda,  and  other  documents. 

204.g04  Closeout  of  contract  files.  / 

Kortnally,  the  closeout  date  for  contract  files  is  the  date  in  Block  9d  on  the  DD  Fotm  1594, 
Conoact  Completion  Statement,  or  in  columns  59*65  on  the  PK.9.  If  the  contracting  office  must 
do  a  major  closeout  action  that  will  take  longer  than  three  months  after  the  date  shown  in  Block  9d 
tMf  the  OD  Form  1594,  or  in  columns  59*65  of  the  PK9** 

(1)  The  closeout  date  for  file  purposes  will  be  the  date  in  Block  lOe  of  the  DD  Form  1594  or 
the  date  of  the  closeout  sutement  executed  when  the  MILSCAP  PK9  is  received. 

4 

(2)  The  contracting  office  shall  notify  the  contract  administration  office  of  the  revised 
closeout  date  by  either  sending  a  copy  of  the  completed  DD  Fotm  1594  or  by  preparing 
a  MILSCAP  Format  Identifier  PK^  Contract  Closeout  Extension. 

204.404*1  Closeout  by  the  office  administering  the  cijniraci. 

(1)  For  contracting  offices  adminisiering  iheir  own  contracts,  locally  developed  forms  or 
suiemeni  of  completion  may  be  used  instead  of  the  DD  Form  1594,  Contract 
Completion  Sutement  Whichever  method  is  used,  the  form  shall  be  reuined  in  the 
official  contract  file. 

(2)  For  contracts  valued  above  the  small  purchase  threshold,  prepare  a  DD  Form  1597, 

Contract  Closeout  Check  List,  (or  agency  equivalent)  to  ensure  that  all  required  contract 
Klkms  have  been  satisfactorily  accomplish^ 

204.804-2  Cloacoul  of  ibe  contracling  office  nica  if  gnolhfr  office  idminisUrs 
the  conlracl.. 

(1)  When  an  office,  other  than  the  contracting  office,  admipisicfs  the  contract,  it  ihall** 

(i)  Provide  the  contracting  office  an  interim  contract  completion  sutement  when  the 
contract  is  physically  completed  and  accepted.  This  notice  may  be  in  the  fonn  of  either 
e  DD  Fonn  1594,  Comraci  Completion  Sutement,  or  a  MQhSCAP  Format  Meniifier 
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Ifuerim  PK9.  Contract  Physical  Completion.  When  the  DD  Fomi  1594  is  used,  the 
contracting  ttfficer- 

(A)  Annouies  Block  8,  Remarks,  with** 

(/J  “Notice  of  Physical  Completion;" 

(2)  Final  accepUAce  date; 

Signature  of  a  msponsibie  official;  and 


Date  signed. 

<B)  Does  not  complete  Blocks  9(b).  (c).  and  (d)  at  this  time; 

(ii)  Prepare  a  DD  Fomi  1597,  Contract  Closeout  Check  List,  if  necessary,  to  determine  that 
all  the  required  actions  have  been  done; 

(iii)  Initiate  DD  Form  1593,  Contract  Administration  Completion  Record,  if  necessary  to 
obtain  sutements  from  other  organizational  elemenu  that  they  hnve  completed  the 
actions  they  are  responsible  for;  and 

a 

(iv)  Upon  final  payment** 

(A)  Process  the  DD  Form  1S94  with  Blocks  I  through  9  completed  or  the  MILSC^P 
Fonnit  ideniifter  PK9  verifying  that  all  contract  administration  office  actions 
have  been  done;  and 

4 

(B)  Send  the  original  of  the  DD  Form  1S94  or  the  MILSCAP  Format  Identirier  P1C9 
to  the  contracting  office,  and  file  a  copy  in  the  official  contract  file. 

(2)  If  the  administrative  contracting  officer  (ACO)  cannot  closeout  a  contact  within  the 
specified  dree  period  (sec  FAR  4.804*1).  the  ACO  must  notify  the  procuring  contracting 
officer  (POO)  within  45  days  after  the  expiration  of  the  lime  |whocl  of-* 

(i)  The  reasons  for  the  delay;  and 

(U)  New  target  date  for  closeout.  If  MtLSCAP  procedures  apply,  the  ACO  shall  use  the 
MILSCAP  Fcfmat  Identifier  PKX,  Unclosed  Contract  Sums,  to  provide  this  notice  to 
ihcPCO. 

(3)  If  the  ooninct  still  is  not  closed  out  by  the  new  target  date,  the  ACO  shall  again  notify 
the  PCO  with  the  reasons  for  delay  and  new  target  date.  If  MILSCAP  procedures 
apply,  continue  lo  use  the  MILSCAP  Fonnat  identifier  PKX,  Unclosed  Contract  Status, 
to  provide  this  notice. 

2d4.S0S  INtpoeal  of  contract  files, 

<1)  The  sourees  of  the  period  for  which  official  conuraci  files  must  be  retained  rk  General 
Records  Schedule  3  (Procutemem,  Supply,  and  Cram  Records)  and  General  Records 
Schedule  6  (Accountable  Officers'  Accounu  Records).  Copies  of  the  Oneral  Records 
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Schedule  may  be  obtairted  from  the  National  Archives  and  Records  Administrationi 
Washington.  DC  20408. 

(2)  Deviations  from  the  periods  cannot  be  granted  by  the  Defense  Acquisition  Regulations 
Council.  Forward  requests  for  deviations  to  both  the  General  Accounting  Office  and  the 
National  Archives  and  Records  Administration. 

(3)  Hold  completed  contract  files  in  the  office  responsible  for  maintaining  them  for  a  period 
of  12  months  after  completion.  After  the  initial  12  month  period,  send  the  records  to  the 
local  records  holding  or  staging  area  until  they  are  eligible  for  destruction.  If  no  space  is 
available  locally,  transfer  the  files  to  the  General  Services  Administration  Federal 
Records  Center  that  services  the  area. 

(4)  Duplicate  or  working  contract  files  should  contain  no  originals  of  materials  that  properly 
belong  in  the  official  files.  Destroy  working  files  as  soon  as  practicable  once  they  are 
no  longer  needed. 

(5)  Retain  pricing  review  files,  containing  documents  related  to  reviews  of  the  contractor's 
(mce  proposals,  subject  to  certification  of  cost  or  pricing  data  (see  FAR  15.804-2),  for 
six  years.  If  it  is  impossible  to  determine  the  fuial  payment  date  in  order  to  measure  the 
six  year  period,  retain  the  files  for  nine  years. 
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CONTKACT  COMPLETION  STATEMENT 


U.  M  HUMMK 


3L  un 


U.  CAiXI 


4.  CONTiua  KXNtity 

COM  ANO  AfiOMU 


tm  *  fATMfMT  MAI  MiN  MAOt.  COMMJTl 
rriM  u  .  AMO  ic 


7«  m  tMAl  AAMIOVID  MVOiCl  »O«WAaOi0  TO  0  O 
Of  AMOThI*  ACTiwiTV  AMO  ITATUl  Of  AAVMCMT 
m  UttKMOMM.  OOAVUTI  rTlMI  U.  AMO  U 


M  VOUCMi*  MUMM* 


tt  OATi 


U  Ail  AOMiNliTIUllOM  OffiCi  AOOM}  ll(QUl«(D  HAVi  lilN  f  JUT  AMO  |ATl|f ACIOAliT  ACCOMnilHiD  ThII  MCiUOIt 

fiMAi  linifiMNT  iM  thi  Oil  Of  A  muci  mvUiOm  comtiuo 
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